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As a teacher, now of several mrf^nce, I had^^elpi 

trying to ascertain the 4>^ctdties of th^jl^ents in masterili|| 
the subject of Book-lsii^iihig and Aocottn8^. The present volun 
is an attempt to solve those difficulties. % 

Worked-out examples and exercises axe useful no doubt, 0 
clearing up the points but I have devoted proportionately wte 
space in explaining the subject matter than is custom^ in 
treaties of this kind. ji 

In the two chapters, Insurance Companies Accouidia and 
Bank Accounts I have done no more than bringing'^ ^ the 
relevant portions of the Acts as concern the Accountant* . 

Special subjects like Cost Aucsonnts, Income-Tax, €^te. have 
been kept out treaties. 

The bocA*^ not only for the university ^dents— 

both in the intermediate and Advanced Course,—^but also for 
those young men who were unable to obtain the technical educa¬ 
tion but are building up their careers in the accounts department 
of the mercantile houses. « 

Perhaps there are more faults in the bookj^n 1 am 
conscious of. I shall be grateful to my Ccffieagw boi& in the 
profession and in the Colleges if they would take the trouble 
to point* those, out to me. 

If the learners find the bcSok useful my labour would have 
been well spent. 


GUPTA & MITKA 
Charter^ Acnoontanta 

1 A^e^I951 


S. N. Mitba 
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BOOK KEEPING AND AGCOHNISI^ 

• . 

Modem Book^^^O^ing System is based upon the theoty 
that every finandat ttansactioii has a two fold ^ ect- receiv¬ 
ing the benefit and parting with the benefit. If > ou’pay niop^ 
some one receives it. If you receive money some one parts wil|^ 
it When *1 buy (V^ive) go ods some petson sells (parts); 
'therefore every transfer of tnoney or money's worth that is U> 
say every financial transaction can be analjsed into its double 
effects. In other werds each transaction affects in two wa^ 
or twy parties or indeed two accounts—one that receives l^e 
benefit and one that,parts with ihe lienetit To be able to record 
every finandal transaction correctly in the books of aiCtotmts 
one should be able to understand who receives the benefit ^hd who 
parts with the benefit or better still which account teceives 
and which account gives This r eceivujig and givin g aspects 
are recorded'in the " Account s" and iTt the sam*e sef oT hboks^ 

If A receives cash froniTiis customer B A's 
accouiTt receives the benefit and B’s A<Sunt parts ttfuM the 
benefit How does B record the transaction in his Books ? 
Cash Acc/iuiit gives and A’s Account receives Again A pays 
rent tor his bi^iness premises - the Rent Account leceives and 
cash account parts with the benefit. In the l/andlOitd*S Books— 
cash account leceives and A's account gives. ? 

The receiving and giving are recorded in the Same set of 
Books that is to say A records itv his Books both the receiving 
and giving aspects^ So* do the I^at^ord and B in their own 
set of Book*,. ^ 

This is the principle of the modem system of book keeping. 
For every t<aiisaction yOu recotd It lollows 

therefore that for transaction there are two records or 
entries in yonr bookif^.* It is fecorded in the account that 
receives and again in the acco&t that parts with the benefit. 

Ramchandta sells goods td Banerjee: ^ 

la Eamchandra's Books: 

1. Banerjee's Account receives. 

2« Sales Account gives* *' 



In Banerjee's Books*: 

1. Purchases Account receives. 

2. Ramdiandra^d Account ^ves. 

P'or the proper recording of the business transaction it is 
essential that this two-fold aspect i^ c^rectly grasped. Evary 
transaction must be analysed into the r^eivcr atad the giver, that 
is, the account receiving and the account giving. 


HOW THE ACTUAL RECORD IS MADl^ 

For the purpose of recording the transactions it has been 
found convenient to divide the pages of the bool^ of account 
into two,halves by a vertical ruling from top to bottom such a% 

Page l\ J’age 2 ^ •» Page 3^ 


For the sake of convenience and for the purpose of recording 
necessary details each half of the page is suitably ruled. Speci¬ 
men ruling is given below. * 


Left half 

<.— > 


< 


Right half, 

- - > 


3 


4 


I I 


^ ■ 



\ 5'6 

1 



I 

1 

! 

I 


* 


II 


I 


Now we have the^ proper rulings of the accounts book. The 
page is dmded into two halves. 

Space 1—is used for recording the date of each tran^aetiou. ^ 
^ record jvithout the date against it is w6rse than meaningtesSg-y 




it is mideadmg, 4o iiot 1 v tirhm the trsnsactioti took 

Pj3jpe. • * ^ 

Space 2-^ilds is for the details sud^ as goods, or ca^ etc., 
Spa(^ j-^this is for leference^ It is called the ^olio colunyu 
This will be explained latgr. 

Spaces i, B 8c 6^-for recording R»!ipges, a^jujas and oi^ 

£. 8. d. as tWca$e may be. This is the money column. 


THE DEBIT AND THE CREDIT SIDE. 

It has been mentioned above that for each transaction 
two records or entries are made—once in the account that receives 
the benefit and again in the account that parts with the bengfit. 
Book Keeping follows certain conventions. One aspect of the 
transaction is recorded in the left hand side and the other aspect 
is recorded in the right hand side of the two accounts concerned. 
The left hand side is used for recording the receivin g and the 
right hand side for parting with the benefit. The left Hand is 
called the Debit sideband the right hand part the Credit sid4 
The Debit side ifi short is marked*as Dr. and the Credit side as 
Cr. The entries in the Debit side is prefixed by '*To" and in 
the credit side by "By**. 



“A**—^the Debit side, for recording receiving the benefit— 
receipt^ 

“B”—^the Credit aide, for recording parting with the benefit— 
payments. » 

Thus when you pay cash to X your cash account is ^edited 
te., record of the transaction is made on the credit side of J^he 
Book. And X's Account (in your booki&) is debited i.e., 



reootd is made on tbe Acooiioi tor your casH 

has given and X has rOdeivecJ. • 

■^^ays you Rs. 10 

ySi debit your Cash Book and credit Y'» accogn^^ 

* 

Dr*. Cash Book , Cr. 



Observe how the details are wrillen ‘T 9 Y’ and ‘By Cabh’. In 
this case the cash has received and Y has given. 


g* 

Example: 

^ Das is a sugar merchant. He receives the following 

“‘■‘""'{a) Ra. 600 from his customer Mr. Baperjee^ 

(b) Rs. 206 by cash sales^ * 

, (c) Rs. 1000 by loiap*"^ ^ 
and he makes the following paymfuts 

(d) Rs. 2(j0 to J. Ohos 9 

(e) Rs. 16 for telephone ^charges 
*(f) Rs. 300 for salary to staff 

(g) Rs. 260 for furniture bought frrno Pntnish^rs Did. 

All these are receipts and payments of cash. Therefore these 
mtisl be recorded in the cash account or the Cash Book and 
al^ in the other accounts concenied or affected to complete thh 
double entry. * 




Caih Book 


Br. 



half 

the benefit 


I^Mr.BiaerJee 606! 

,, Cash Sales 200 


,, I^oan 


lOOO: 

' * I 

.! 


Right half f, Cf^.'| 
'tots" with beiiefirTS^- 


!By Mr. J. Ghosh 

1 . 3 . ‘ 

1 „ Telephone 


, „ Salary 
! ,, Furnishers lytd. 


260 j J: 


m 

'■KiJr t' 


In the cash bo^ shown above one aspect of each traiisa^bti 
has been recorded. When the cash account has received th^ 
benefit it has been debited and when it has parted with the feehe|Jif. 
it has been credited. Now let us see how and what other accp^^; 
is affected for each record in the cash book. 


(a) Mr. Banerjee has parted with the benefit 
Dr. Mr. Banerjee 




(b) The Sales 4<ccount has part^ the benefit so 






(c) Its. 1000 has been ^rebeived by loan. ' therefore cash 
account got and I^oan Account gave. 


Dr. 


Loan Account 



By cash 



Cr. 


1000 


t 


Now take the Credit side of the Cash Book. The other accounts 
'aSected are J. Ghose's Account, Telephone Account, ’Salary 
Account and the Furniture Account. ■* 



To Cash 

Dr^ _ 

To Cash 


J. Chose 


200 0 0 

I I 


Telephone Account 


16' 0 


0 


Cr. 


Cr. 



Dr._ 

To Cash 

Dr. 

* 

To (^psh 


’ \ n 

Salary Account 


300! 


0 


0 


FumiHire Account 


260 


0 ^ 




Cr. 






i 


This is fhe cd^fbtated Double System of Book Keeping 
that fri^tens the beginner for a while. But as a matter of fact 
it is quite simple. All you have to remember is that every tratt8>* 
fa: of money or money’s worth has a twofold aspect and both 
these aspecm have to be recorded In their proper places in the 
books of accounts—once on the Debit side of the account that 
receives the benefit and again on the Credit side of the account 
that parts with the benefit. It follows therefore that for every 
debit entry there is a corresponding credit entry in some accoimt 
in the books and vice versa. This is a point to be carefully notedv 

If the books are kept on the Double Entry System it is 
clear that at any time total of the amounts on the Debit sidts 
of all the accounts must be equal to the total of the a(x;ounts 
on the Credit side because for every transaction two entries are 
made once on the Debit side and once on the Credit side of the 
accounts concerned.** 

Supposing you purchase goods woith Rs. 1000 from B, your 
entries in the books are 


Dr. 


To B 


Purcha.ses Account 


1,000 0 0 

I I 


Cr, 


Dr. 


B's Account 

By Purchase 


Cr. 

i,ooo;o !o 


Then suppose you sell the lot to C for Rs. 1200. The records 
of the transaction are • 

Dr« Sales Account 


By C 


A, 


Cr. 


1,2000 jO 






Dr, 


'' .1 r' i 


Cr. 


( 

j To Sales 

) 

1,200 

0 

0 



% 

r 

4 

! 

1 

i 







\ 

1 

a 


jLi, wti» aam uuuvc ai. any tiuic. uuc wmxi wi ou buv subitca 

,, in the debit side will be equal to the total of the entries in the 
^ipredit side. Take down all the debit side figures and the credit 

'll <• «i< 4^ 




ide figures on a suitably ruled paper. 


'f 

l^urCases Account 
^ Account. 
{Sales Account. 
Account 

> 


Dr. 


1,000 0 

0 





1,000 

0 

1 


1,200 

0 

i,2m> 0 

o' 

1 




Cr. 


above is a very simple instance indeed but it brings out 
A Vei^ important point. This gives you a glimpse of what will 
Hajili* *'<jin turn out to be the Trial Balance—a summary of the 
aebp^t balances taken for checking the accuracy of the books, 
$0 we find that at an5 raoineiit the total of the debit entries 
in the books is equal to the total of the credit entries. If instead of 
bdngiorily four entries as in the above example there were hundreds 
or thousands of entries the total of the debit* sides would stiU 
be e<^uai to the total of the credit sides. If the two sides did not 
agreevtium one thing would be certain—there must be some errors 
in the books. 


PBOBABhE ERROR IN THE BOOKS 

1, one stM or wrong figure postings : 

It IS a common error to forget to make both the entries You 
make the debit entry but foijget to make the corresponding credit 
entry or vice versa. Or again, in the process of posting, the 
figures may be unwiDiftgly altered* such as, postmg Rs. 67-6>0 
in plage of Rs. 50-7*6. In such dases, of course debit total 
and the credit total will not be equal. 

Therefore, the first virtue of the Double Entry System ip 
that if there is any clerical error of the above nature ^ 
disclosed by the* test shown above. 



Bi|t may not be any dtrical error of $tort mentioned 

aboye stUlvthe accounts may be wrong. 

Suppi^png you ma^e the corre^onding other entry but put it 
in the wr<^ account. You credited B instead of C for instance 
wi& Its, 1,000 you received from the latter. The debit totai 
and the credit total will be equal but you know the accounts are 
wrcmg for you credited the wrong account. You can call this 
Error in Principle. Double Entry Book Keeping does not therefot 
disclose Errors in Principle. Error of this nature may rems 
undetected for a long time. 

S. Compensating error : 

Compensating errors will not be disclosed by the Ti 
Balance test If there is error or errors of equal amount bol 
on the debit side and the credit side so that they cancel ea<^ 
other such errors will not be disclosed by the Trial BalanO^. 
Payments of Rs 75 and Rs 12 were made for Rent and 
Telephone The Rent Account w’as wrongly debited 
Rs. 67 and Telephone Account with Rs 21 (Reversal of 
are by no means uncommon). You Will observe the dehi<| 
are understated by Rs 9 the net effect of two wrong 
Now if by another error the credit side is also understate 
equal amount—say Rs 176 received from A is entered 
credit of A as Rs. 167 the debit side total and the ci^ndit Mde 
total will be eqAal. Here the errors on both the sides 
sate each other and the Trial Balance agrees 

4. Omission: \ 





If a transaction is missed altogether i.e., ueithot the debit 
entry nor the cred^ entry is made. This has obviously no 
effect on the Trial Balance thou^ the books aje wrong. 

Therefore if the total of all the debit entlri^ and the total 
of aU the credit entries do not agree it is clear that there is arith¬ 
metical error somewhere in the books whidi has got to be 
found out and rectified. If they do agree that is a piima facie 
proof—^not an absolute proof that W books are free from errors. 
For there may 4^1 remain hidxhiauerrors of principle, coihpensat- 
ing errors «m errors of omissioia , 

^Do^fhle Entry Book Keeping therefore, in the first instance 
aeiy^|»feiy useful purpose of choking the arithmetical accuracy 
«4^'tt^^derical work. 

* Attother virtue of this system is that a complete record of ea^ 
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transaction is made. Try to understand tHs l>iy comparing with 
the system where books are not kept on Double Entry principle. 
If S. Das the sugar merchant of our example kept his books on 
Single Entry System, he would have recorded only oneaspect of the 
transactions in his cash book and the other aspect as recorded 
under Double Entry System in the Doan Account, Telephone, 
Salary and Furniture Account would not have been recorded 
in the books at all. How would he then know at any time or 
at the end of the year how much he had spent or lost on Telephone, 
Salary etc. or how much he had invested in Furniture or how much 
ho&n he had taken and how much was due from him on this 
account. You will agree these are informations vital for a 
businessman. 

Thirdly, Double Entry System of book keeping enables us 
to ascertain at the end of the financial year the net result of the 
3 rear’s trading and preparing a vStatement“bf Affairs (known as 
the Balance Sheet) as on the closing day of the trading period. 
These points will be considered at a later stage. 

ACCOUNTS 

* Iq business a trader makes purchases from various parties 
and he also sells to various parties from time to time. Business 
is a continuous process and things do not come to an end \vith 
a single operation. The fact that all purchases are npt paid for 
at onee and all sales are not made on cash and the continuity 
gives rise to certain problems. How do you know at any moment 
how much you owe Mr. X for goods you are purchasing from 
him from time to time and for which you are making occasional 
payments. Again, how can you be sure as to how much Mr. Y 
owes you for the goods you supplied him oatVarious dates* and for 
which you received some payments. 

Ex&mple: 

Det us assume that A, buys 


From X—goods worth Rs. 

100 <m 

3 

January. 



99 

Rs. 

176 on 15 

January. 




Rs. 

25 on 

1 

February. 


.Y- » 


Rs. 

120 on 

20 

February. 



$9 

Rs. 

200 on 

1 

March. 


X-*—* 

99 

Rs. 

150 on 

2 

Mardh^ 

.M 

y- « 

If 

Rs. 

60 on 

10 

March, 



a 


Yhese are '^chases for three months from Janimry to 
March. He also makes the following payments: 

Paid X—Rs. 90 on ILJannary. 

„ Y—Rs. 170 on 16 Februa ry. 

„ X—Rs. 20 on 20 February . 

„ Y—Rs. 100 on 26 February. 

„ Y—Rs. 26 on 1 March. 

„ Z—Rs. 100 on 15 March. " 

„ X—Rs 126 on 20 March. 

From the very simple example it is obvious that some sort of 
systematic record is necessary for transactions with each 
party The trader wants to know how much he owes X, Y and 
Z at any time. If he did not know that he might be asked either 
through mistake of" with fraudulent intention to pay for the 
same thing twice It is therefore essential for the trader to ke^ 
complete record of his transactions in such a way as would^ 
enable him to know his exact debt to any jiarticular party at 
moment He must not be m the dark about his affairs. There* 
fore a separate Account is kept for each party The 
transactions will be recorded in A’s books m the following |^y 


Dr. . X Cr. 


Jan.31 

To Cash 

1 00 

0 

i 

Jan 3 

Bv Goods 



0 

0 

Kob.20 


1' 20 

0 

0 

Feb. 7 



) 26 

0 

0 

Mar.20 


* 125 

0 

0 

Mar. 2 

f9 ff 

1 

160 

0 

0 


• 

• j 











• f 











t 

1 



V 

% 













■ 




, Dr. 

h 

Feb.l5 
26 
Mar. 1 


Y 


Cr. 


To Cash 


170 


0 

—* ^ 

Jwa.ld 

f 


175 

0 


9f 9* 


100 

» 

0 

F«b.20 

»• O 


120 

0 

0 

6V 99 


25 


tt«r.l0 

99 99 

• 


*60 

0 

0 





1 

1 

1 


a 


1 

1 

1 

L 


’ 


I 




It 


Dr. % > Cr. 



The correspondiug double entries in the purchase account 
9iiid the cash book .are not shown; only the accounts of X, Y and Z 
£|ire given here. 


IBalanee: 

If the record of the Iraiisactions with each party is kept 
as shown above it is easy enough to ascertain how much the 
trader owes X, Y or Z on a particular day, say on the 1st of 
April. All that he has to do is to add up both the sides of each 
account and ascertain the difference The total of the credit 
side will show the purchases made and the total of the debit side 
will give him the payments made against those up to that day. 
lU tlSi^ above instances the credit side will be bigger for you do not 
pay rhore than is due from you The amount by which the credit 
sid6 exceeds the debit side on a particular day is the amount 
you owe the party on account of your purchases from,him. The 
difference between the two sides is called the balance. When the 
credit side total exceeds the debit side we call it Credit Balance 
as in the above instances and when the debit side total is bigger 
the account is said to have a Debit Balance. 

From X*s account we find that the total purchases during 
January, February and March was Rs. (credit side total of 
the three months). The pfiyments for those purchases during 
that period was Rs. 2.*15 (the debit side total). The difference 
of Rs. 40 was the balance, that is the amount still owdug on the 
1 st April. ’ 

Similarly in case of Y we find the total purchase is Rs. 346 ** 
and the total payment Rs. 296 leaving a credit balance of Rs. 60. 

•t 

How Recounts are Balaneed : 

When the previous transactions do not interest you any 
longer you can close the account by balancing and carrying 
forward the balance to the next period. Let us take X's account 
again apd carry forward the b^ancC as on the 1st April, t 



H 


Dr. 



4 



X 





Cir, 

J 


1 

^ il 

1 

, 

Ij 

n 


1 

1' 


lan.Sl 

,To 

cash j 

1 

90 

O' 

OjjJan. 

*1 

By 

gooda ' 

1 

1 

too' 0 5 

Feb.2Q 

fi 

ft 


20 

0 

o‘|Feb. 

7 



25 0 0 

V(ar.2e 


ft 

1 

125 

0 

ojjMar. 

2 

>• 

ff 

1 

16o I 0 0 

„ 31 

$f 

balance | 

, c/d 

4oi 


1 

o' 




1 

1 

1 1 

1 




276' 

7 

—1. 


1 


1 

\ 

276| o! 0, 




1" 

—I' 

—1' 

""l 

’ April 

1 

By 

balanue 

b/d, 

-1—j-* 

40 0 ^ 


I 


The balancing figure makes the two sides equal The abovi© 
account was balanced on the 31st March and the balance Rs. 
was carried down (c/d for short) to the next peiiod commencing 
on the 1st April. We see the next section opens on the 1st April 
with the balance brought down (b/d for short) This period will be 
written up again as and when purchases and payments are made 
and when thought necessary the account will be balanced again. 
You could carry forward the balance of Y'.s and Z's account on 
the 1st April as an exercise. 

From the above accounts if you liked yv)U could 
what the position was on the 1st February for mstanc^^ ^3^ 
amount due to X on that day was Rs 10 Indeed yon'eddld 
find out the outstanding balance at any moment of time. 

As in*the case of purchases so in the case of sales exactly stm^r 
things happen. The trader sells his goods to vaiious customers 
from time to time. He receives payments on di^crent dates 
Here also he is in need of keeping separate accounts for each 
party so that he could ascertain at any time how much his 
customers owed him- 


Example : 

A trader sells goods to the following parties : 

To M—goods worth Rs. 200 on 3 Januai> 


*» 






N— 

M— 

P— 

N— 

M— 


Rs. 500 on 10 January 
Rs! 300 on 16 Febnuiy. 
Rs.lOOO on 21 Febiuar>'. 
Rs, 400 on 3 March. 
Rs. 100 on 23 March. 


He also receives the following payments : 
From M— Rs, 100 on 13 January. 
N— Rs. 200 on 31 January. 
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l?rom M— Rs. 300 on 22 February, 

„ P— Rs. 500 on 25 February. 

„ M— Rs. 100 on 31 March. 

„ P— Rs. 500 on 31 March. 

The above transactions will be recorded in the trader’s books 
in the following way : 


Dr. 

Jan. 3 
Fob. 16 
Mar.23 


April 1 


To Sales 


tf ff 


99 


To balanco 


X)r, 


J«n.lO.To Halos 
Mar. « t, 


April ll To Iialance 


b/tl 


Dr. 


Feb.21 


M 


Cr. 


b/d 


200 

300 

100 


I 

ol 0] 

1 


Jan.13 By Cash 
0 0!|Fob.22 „ 

0 o!iMar.31 „ „ 


J' 

6fM)| Oj o|| 


looj o; 0,: 

i; 


Mar.31 „ Balanefa 


■M 


lOOj 

! 

300; 


looi 0| 

I 1 

lool o: 


0 

0 

0 

0 


600| 0| 0 


!' 

N 


Cr. 


oOO, 0 
40t»' 0 

I 

- ! 

000 , 


0 (V 


7W 0 0 


Jan.31 
Mar.31 


By Cash 
„ Balanre c/d 


To Sales 


1 , 000 ,^ 0 , 0 


Feb.S.') By Cash 


!;Mar.3l 


i»oooi o; 0 


I 



. 
















u 

The accounts have been balanced on the .‘list March and 
the balances have been carried forward to the next periocl. 
The trader finds that on that day M and N owe hini Rs. 100 
and Rs. 700 respectively. They are his debtors. There is no 
balance in P's account. He owes him nothing. 

An Account may therefore be defined as a summarized 
record of all the dealings with a particular party or in a parti¬ 
cular thing. The trader keeps a senarate account for each ])arty 
to'^honi he sells goods on credit and also for each party from 
whom he buys on credit. In case of cash sales or cash purchases 
you will no doubt appreciate that the necessity of keeping accounts 
for the parties do not arise as the matter is ended there and then. 
But in case of credit transactions he could not proceed if accounts 
for the parties w'^ere not kept. These are called Personal 
Account because the dealing are with persons. 

Debtors’ and Creditf)rs’ accounts are all personal accounts. 
Debtors are those who oue you money, to Avhom goods have been 
sold. Creditors are those to whom you owe money or from 
whom 5 ’ou have purchased. 

Now^ apait from purchases and .sales the businessman has 
all sorts of other transactions as well He has to pay rent—for 
instance, for the premises he occupies for his business. Salary 
has to be paid to his staff and there arc sundry other expenses 
in connection with the business. lie buys furniture for his 
office. He may buy a jilot of land and build his factory on it. 
All such transactions have also to be recorded in the books in 
different accounts. But these, you will observe, are not Personal 
Accounts. These are called Impersonal Accounts. The Im¬ 
personal Accounts can be divided into two groups. 

a. Real Accounts or Property Accounts: These are accounts 

which refer to properties or assets such as Furniture, Band, 
Building, Plant and Machinery etc. * 

b. Nominal Accounts: These refer to losses or gains, such 
as Rent, »Salary, Commission (losses), and Rent received, Interest 
received (gains) etc. 

Ledgers : 

The accounts are kept in an important book called the 
Ledger. For the sake of convenience separate Ledgers are 
kept for different types of accounts or ^all we .say, different 
types of transactions. Thus all the sales accounts are kept 

book called the Sales Ledger, and all the pt^chases accounts 
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are kept in the Purchases ledger or the Bottom t/edger. The 
Ledger accounts remain as permanent records and even years 
afterwards the trader by referring to it could know wh at the actual 
transactions were at an earlier period. 

All personal accounts relating to sales and purchases are 
kefjt in the fjalc^ and Bought Ledgers. 

The impersonal accounts are kept in a .separate Ledger called 
the Nominal Ledger. It is also known as the General J.<edger. 

So when furniture is purchased it is debited to the Pumiture 
Account in the (General Ledger. Similarly you may have Plant 
and Machinery .Account, Laud and Building Account etc. You 
will see, as the Ledger is a permanent record the trader can by 
looking up the I'urniture Account, for instance, know how much 
he spent on furniture up-to-date. 

Payments of .salary or wages is niade..to the staff every 
month. When the payments are made cash is credited and 
Salary oi ICstablishmeiit Account in the General Ledger is debited. 
At the end of the year you could find out how much has been 
spent or lo.st by way of .salary during the year. 

What was said in connection with Double Kntry may be 
.tecalted here. A moment’s reflection will show that if the 
bopks were not kept on Double Kntry System, records would 
be made in the cash book when cash was paid but the corres¬ 
ponding debit entry in the (jcneral Ledger would be missing. 
Under Double Kntrj- System the accounts in the General Ledger 
win give you complete record of all losses and exjjenscs 
(such as rent and wages) and also of all gains and assets (Inte¬ 
rest earned, Furniture etc.). 

All transactions in connection with purchases or sales, all 
transactions in resi>ect of receipts and payments of cash ulti¬ 
mately find their way into the Ivcdgers in the proper accounts 
and in summarized form. 

Examples of Ledger Aeeoiints : 

..Hefe are the trau^ctions of a trader for the 1st week of July. 

1st July—^sold goods for cash—Rs. 200 

Ibt ,, paid^Mr. Das Rs. 100 for office rent 

2nd ,, - -bought from A. Banerjee goods—Rs. 200 

2nd „ —sold goods for cash—Rs, 300 

2nd —bought furniture on cash from Mr, Pe—Rs. dO 
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2nd July—received Rs. 1000 as loan 
3rd „ —sold goods for cash—Rs. 450 
3rd „ —paid for postage stamp and telegram—Rs.’ 26 
3rd „ —paid travelling expense for salesman—Rs. 25 
3rd ,, —paid for carriage of goods to o^ce—Rs. 5 
3rd ,, —paid commission to safeSman—Rs. 100 
3rd „ —^paid railway freight for bringing goods from 
Bombay—-Rs. 27 

5th „ —paid advertisement charges—Rs. 60 
5th „ —^bought goods from A. Banerjefe—Rs. 300 
5th ,, —paid A. Baiierjee—Rs. 400 
5th „ —cash sales—Rs. 150 

6th ,, —sold goods to J. Ghose on credit—Rs. 1)00 
6th ,, —cash sales—R.s. 50 

7th „ —received rent for portion of office sublet—Rs. 25 
7th „ —bought goods from M. Hakim—Rs. 600 
7th ,, —salary paid to staff—Rs. 375 
7th „ —^paid M. Hakim—Rs. 300 


The IfCdger accounts for the above transactions are given below: 


1 

Dr. 

i’ 

Date ! Particulars 


. Cash Book 


1 

Cr< 


iS):2 


Re. iu' }>. 


Date 


Particulars 


■‘fe ■ 


Rb. aj 


July i 

To Bales »/c 

i 

200 

0 

! 0 

Julyl 

' office rout 

"is 

KiO 

) 0 

0 

.» 2 

To Sales a/c 

5 

.'100 

0 

' 0 

2 

Jlv Furniture* 

13 

.50 

0 


» 2 

To Jjo&n a/c 

no 

IlKtO 

0 

! 0 

; » 3 

D^' PoMtage and 



1 





t 



1 

Tcli'gram 

27 

25 

0 

0 

i» 3 

To Sales a/c 


4.j0 

0 

0 

; » 3 

!By Travelling 


# 






' 



1 

1 

! expense 

28 

26 

0 

0 

»» 5 

To Sales a/c 

r* 

150 

0 

0 

i ” ’i 

IBy Carriage 

2» 


0 

0 

» 6 

To Sales a/c 

.n 

; ,50 

0 

0 


[By Commission 

:io 

100 

0 

0 

» 7 

To Reat a/c 

15 

! 25 

0 

0 

: » 3 

'By Freight 

.31 

27 

0 

0 




; 


1 

: .. s 

By AdTertiw'mcnt 

32 

60 

0 

0 




; 



j M 

By A. Banerjoc 

21 

400 

0 

0 




j 



.. 7 

By Salary 

33 

;i76 


0 




1 



» 7 

Bv M. Hakim 

25 

300 

0 

0 


> 


i 



i M 7 

By balance c/d 


708 

Oi 

0 

- *— 

j 


217S 

0 

0 

1 


.... 

! 

2175 

0 

1 

0 
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5 5 


Dr. Cash Sales a/c. Cr. 












16 

Dr 


Rent a/c. 




;CB 



' '1 



CB" 



Julyl 

To C.ttsh 1 

1 

i 

100 

0 

0 

_ 

July! 

By Oftsh 

1 

26 

0 

, 


13 13 


Dr. 

.... 

JuJv2 ,To Cjwh 


Furniture a/c. 


ICB 

i ! i 


1 

1 

! 50 0. 0 

p 





Cr. 


21 ^ 

Dr. 


Juiy3 


To Cash 


Postage and Telegram a/c. 


; CB" 

1 


261 


0 


27 

Ci. 


28 

Dr. 


Travelling a/c. 




CB 

i 

1 1: 

July 3 

To Casli 

• 

1 

25 

0 o;, 

1 





1 



29 29 

Dr. Carriage a/c. ,Cr. 













JulyS 

To Gash 

•1. 

5 

0 

0 







30 



30 

Commission a/c. Cr 


. CB 


1 ’ 






To Cash 1 1 

t 

100 

o| 0 




* 



31 - 31 

Dr. Freight a/c. Cr. 



."i CB' 

""1 l ' 







JulyS 

To Cash 1 1 

27i 0, 0 






t 

0 

t 

t 1 




» 












3 $ 33 

Dr. Salary a/c. Ct. 




CB 


1 





* 

JalyT 

To Cub 

1 

37S 

oj 0 







32 

Dr. 


JolyC 


To Cash 


Advertisement a/c. 


OB 

1 


6! o| 

I 



32 


Cr. 


60 


Dr. 




Loan a/c 


I July 2 


By cash 


50 

Cr. 


OB" 

1 


1000 


OK) 


PURCHASE BOOK 

**■11 

t * 

s.'■ 

' A businessman purdiases goods which he sells at a higher 
price in order to make profit. If he is a manufacture: he buys 
materials which he uses for the manufacture of the finished 
products. Whatever the nature of his*busiuess the main point is, 
generally speaking, business enterprise consists of buying and 
sdling. 

Purchases may be made both on cash and on credit. In the 
ca^ of cash purchase you make the payment there and then. 
In case of credit purchase the payment is made at a fixed future 
date or an undetermined future date. 

a 

. So’far as the cash purchase is concerned, this is easily 
recorded in the books by entries on the credit side of the cadi 
book—cash paid for buyingthe goods—and debiting the Purchase 
Atount in the General Ledger. There is no necessity of keeping 
Ledger Account for the supplier as the transaction is completed 
mstan^aneously^ by the payment. 







tiere are the records of a trader for bis cash purchases m 
his Cash Book and the General I^ger. 


28 

Dr. 


Cash Book 


28 

Cr. 




\ 

I 


1 


1943 
J«n. 1 

By J. Jones 
(Berley) 

72 

1 

1 

200 

0 


„ Establish* 
ment 


600 

0 

» 3 

„ H. Qhosh 
(wheat) 

72 

700 

0 

1 

„ Ctommiraion 


25 

0 

■I 

1 

, S. Pathy 
(rioe) 

72 

900 

0 


,, Bent 


126 

0 

.. 7 

„ Nathan Bros, 
(rire) 

72 

1 600 

1 

1 

1 

0 




0 

0 

0 

0 

0 

0 

0 


72 


72 


Dr. 


1943 , 

Jan. 1 To GoodB 

>t S •» I* 

.» 4 I. f, 

»» 7 >* t* 


Cash Purchase 


23,1 

23 

200 

0 

0 


700 

0 

0 


23* 

900 

0 

0 

1 

23> 

1 

600 

0 

! 

0 




As the cash purchases are made the Cash Book is credited and 
the purchase's account in the General I^edger is debited. You 
will notice only the expenditures which refer to purchases are 
posted in the purchase account. The trader's purpose is served 
by the Purchases Account from which he can get the total amount 
spent over a period on cash purchases. 

In the modern world the major part of the business is done 
on credit that is to say payment is made not against delivery 
but at a future date, 
i 

PURCHASE DAY BOOK, PURCHASE JOURNAL 


AH the credit purchases are recorded in the first instance 
in a book as the goods are received from day to day. Th^ ia a 
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Subsidiary book and is known as the Purchase Day Book or 
Purchase Journal. This is also called the Bought Day Book or 
Bought Journal. All the necessary details concerning each 
purchase is recorded in the book as .soon as the goods are received. 
The date of the j>urchase, the name of the supplier and the value 
of the goods supplied are recorded in this book. 

Invoice, Cash Memo : 

The details mentioned above are found in the Invoice. 
Whenever a purchase is made, the supplier from whom the 
gogds are purchased sends along with the goods his Invoice. 
The Invoice shows what goods are supplied, the quantity, 
the rate and the total value. It bears the date of the supply 
as well as the name of the person to whom supplied. When 
receiving the goods the buyer inspects the same with reference 
to the invoice regarding the (piaiitity supplied, the rate charged 
and the total v.alue. 

• When the goods arc purchased on cash the seller gives what 
is known as the Cash Memo. You have .seen Cash Memos. When 
you purchase your tooth paste or toilet soap you get one 
along with the article. Almost invariably you thrown it away 
without even looking at it. Were you in business and made those 
purchases for your trade you would not have neglected the Cash 
Memos. You w'ould preserve those in your file as supporting 
vouchers for your expenditure. 

Specimen Invoice : 

Form of Invoice 

No. 623 Indian Automobile Works htd*./Calcutta 
Bought of Rubber Corporation of India 

Manufacturers..India 



Bnbbor Tyiv-s Ko. 284 3'diameter 
l.'H)/- ca(“h 


( 

1 300 


1 

0 

1 

Rubber Tyre No. 289 2' diainottu* 
@Rs 100/> each 


1 

100 

0 

0 


Packing & Parcel foe 


12 

1 


0 


Net.. 


412 

8 

0 


Duted, 4th Sept.’ 1947. For and on bdialf of Bubber 

Cor)), of India. 

8d/ Director 
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Examine a cash memo and note the difference with the 
Invoice in point of details. The cash memos can be simple in ap¬ 
pearance but when the transactions are on credit some additional 
informations are necessary for proper recording in the books. 

Usually the invoice is drawn in triplicate. The first two 
copies accompany the goods and the third is retained by the 
seller for his office record. Of the two copies sent to tlie buyer 
one is retained by him for his (buyer’s) office record and the other 
is signed and returned to the supplier. This serves as a sort 
of receipt for the goods delivered. When the seller sends his 
bill to the buyer he encloses these signed invoices in support 
of his bill. When examining tlie bill for payment the buj’er 
can see the sup])()rting invoices which bear his signature. 

WRITING THE PURCHASE DAY BOOK 

From the iiivoicPfe retained by the buyer his Purchase Day 
Book is written up. These are the starting materials for his 
record. The rulings of the Purcasc Day Book with some 
mtries is given below. 

Example : 

Purchases of Messrs. Mukherjee Bros, for the first week of 
ranuar>’ 1943. 

1st Jan.- Bought from the Trader’s Syndicate 
• 40 bags rice against invoice No. 315— 

Rs. 975-0-0 

2nd „ —Pill chased from vS. Ohose & O 10 bags 
*Sugar against invoice No. 723 -Rs. 460 

• 

5th ,, * —Bought from J, Norton 15 bags Atta 
against invoice No. 1159—Rs. 300, 

6th „ —Bought from S. Ghose & Co. 15 bags 
Sugar against invoice No. 946—Rs. 775 

7th „ —Purchased from The Distributors Utd. 10 
bags Rice against invoice No. 619— 
Rs. 260 

7th ,, —Bought from J. Norton 6 bags Atta 
against invoice No. 1189—Rs. 100 
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■.. ■ '■■■' ■" ..— —. .-7 

Partiealan 

IT 


Amoimt, 

_ 

1943 
JiiQ. 1 

.f 2 

6 

„ 6 
» 7 

» 7 

The Trader’s Syndicate 

S. Ghose 3i Co. 

J. ^Norton 

S. Ghose A Co 

The IhstribntoFs Ltd. 

J. Norton 

315 

723 

1150 

940 

619 

1189 

2 

7 

14 

7 

17 

14 

B 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 


You enter the date of the purchase in the first column. 
Remember the date is a very important point in every business 
transaction and in every record in the books the date must be 
there. Then there is the column for the particulars. Here is 
entered the name of the supplier with some notes about the 
purcha^. Then there is a small column for the invoice number. 
Here the supplier’s invoice number is entered—such as 315, 723, 
1169 etc, I'or your convenience you put ‘Tmvard Numbers” 
serially on the invoices as they are received—1, 2, 3 and so on. 
The invoices are kept in your file according to your own serial 
number. So that at any moment you could refer to it without 
any difiiculty. You can understand that if some sort of system 
was not followed in storing the papers it would be a very difficult 
job to find out a particular invoice when you wanted it. It 
will be found convenient if these office numbers are put,in coloured 
pencil or coloured ink. 

Then there is a small column for the Ledger Folio (L. F. in 
short). In this column the folio number (page number) of the 
ledger in which the particular account has been opened is entered. 
This facilitates reference. Here we have the account of the 
Trader’s Syndicate in page 2, of S. Ghose & Co, in page .7 and 
so on of the Bought Ledger. i 

All future purchases from the Trader’s Syndicate will be ^ 
entered in page 2 till the page is finished when the account will ^ 
be carried foward to another page. 

Then there is the colitam for the Amount. Here the total 

* 

Jtett value of the goods as appears on the Invoice is entered. 

Trade Discount: 

On the invoice you will usually find certain percentage 
deduction su^ as “less discount 6%” or 10% or 20% ete. 
I^his amount is. deducted from the gross value and the nett 
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amount i.e., after deduction of the discount is tlie amount 
payable for the goods. This nett amount is entered in the Amount 
Column. (The question of trade discount will be taken up later). 

By adding up the Purchase Day Book you can find out 
your total purchases of the period. This is obviously a very 
important information for the businessman. The total pur¬ 
chase figure will be useful later on. At the end of the financial 
year or the trading period when the businessman wants to know 
the result of the trading, amongst other things, it will be nece¬ 
ssary for him to know what was the total purchase of the period. 

In the above instance the total purchase of the week ended 
the 7th January was Rs. 2850. 

Purchase Day Book in columner form and its utility : 

From the ruling given in the above example do not thhik 
that that ruling should be used undei all circumstances. You 
rule your book as it suits your particular needs and it should 
be devised to give you the maximum informations. 

Sometimes the purchases of a trader consists of various 
classes of goods. It may ])e useful to know how much he spent 
on a particular class. 

It will then be found convenient to keep Purchase Day 
Book in columner form each class of purchase being entered in 
the colunm provided. Here is an example. 

Your Store*of Calcutta deals in Stationery, Hosiery, Cloth 
and Readymade Garments. From the following particulars 
write up the Purchase Day Book in columner form. 

1 July 1943— Bought from Kamalalaya per invoice No. 310— 
Stationery Rs. 16 

Hosiery Rs. 66 

Cloth Rs. 230 

Readymade Garments Rs. 200 

Total Rs. 500 

• 

16 July 1943—Purchased from East Bengal Stores per 
Invoice No 1631— 

Stationery Rs. 106 13 6 

Cloth Rs. 210 9 0 

Readymade garments Rs. 300 0 0 

TotalRs. 616 13 6 



27 July 1943—Bought from Paul Brothers per invoice Ifo. 253 
Hosiery Rs. 226 12 0 

Readymade garments Rs. 400 0 0 

TotalRs. 626 12 0 

30 July 1943—Purchased from Bengal Traders per invoice 
No. 736. 

Cloth Rs. 300 

Hosiery Rs. 76, 

Stationery Rs. 30 

Gents outht Rs. 36 

Total:— Rs. 440 

The total purchase for the month of July is Rs. 2181-9-6 
of which Stationery is Rs. 160-13-6, Hosiery Rs. 365-12-0, Cloth 
Rs. 740 and Read 3 nnade garments Rs. 936?" The advantages of 
keeping the Purchase Day Book in columner form whenever 
necessary is obvious. If the trader collected the sales fibres 
of the different lines he could at the end of the trading period 
ascertain the profitability of the different lines. 


Purchase Day Book (Columner form) 


Date 

Particulars 

Invoice 

No. 

L.F. 

Total 

Ks. as. p. 

Stationery 

Rs. os. p. 

Hosiery 

Rs. as. p. 

• 

Cloth 

Rs. as. 

p- 

1943 
















July 1 

Kamalaya 

77/310 

6 




16 



55 

m 

mi 

230 

m 

m 

.. Ifi 

East Bengal 
















Stores 

78/1631 

23 

615 

18 

6 

106 

13 

6 




210 



» 27 









• 

t 

• 







Paul Bros. 

79/263 


626 


0 




226 

12 





30 
















* 

Traders 

80/736 


440 

l 



30 

0 

0 

76 

' 

0 

0 

300 

0 

0 


Ready¬ 
made 
Garments 
Be. OS. P. 


200 

300 

400 

36 


0 

0 

0 

0 


0 

0 

0 


^he Ledger folio column ^ows that the last two items have 
not yet been posted to the respective accounts in the Bought 
Ledger. 

Your Store put th«r own serial numbers^??, 78, 79 etc. on 
the invoices |of fflin^. 



favAatet vel lor rfeslie : 

There will be some purchases for purposes other thaii 
' resale. You buy furniture not for selling at a higher , price 
(unless you are a dealer in furniture in which case of course 
this would be your ordinary trade purchase) but for using 
in the office. You buy stationery for office use. These ate 
not really purchases for the purpose of the Purchase Bay 
Book. The Purchase Day Book records the purchase of the- 
goods that will be sold as it is and of the materials acquired for 
the purpose of making into finished products. 

If such purchases say of stationery, furniture etc. were passed 
through the Single Column Purchase Day Book, it would include 
the items other than trade purchases. Take for instance the 
following purchases of A. B. & Co. 

Jan. 1. Bought of Bengal Traders—Coffee—Rs. 70 
6. Bought* of J. Jones—Sugar—Rs. 40 
9. Purchased from Mukherjee & Co.—^Tea—Rs. 36 
15. Bought from Seth Bros.—Coffee—Rs. 82 

23. Purchased from The Modern Cabinet—6 chairs and 

1 table—Rs. 48 

24. Bought from the Stationery Stores—foolscap paper, 

pencil, ink—Rs. 8 

27. Purdb.ased from Paul & Sons—Cocoa—Rs. 28 

29. Bought from J. Jones--Sugar—Rs. 60 

3i. Purchased from Mukherjee & Co.—Tea—Rs. 34 

A. B. & Co. maintained a Single Column Purchase Day Book 
and entered trade purchases and other purchases there in. The 
entries are : 


Purchase Day 


Date 

• 

• 

Partioolars 

• 

Invoice 

L.P. 

Amount 
Bs. a. p. 

Jan. 1 

Bengal Traders 

e 


70 



.. 6 

J. JoneA 






« 9 

Mukherjee ft Co. 



35 



« 16 

Seth Bros. , 



82 



» 23 

The Modem Cabinet 



48 



n 24 

The Stationery Stores 



8 



« 27 

Paul ft Sons 



* ^ 



„ 23 

J. Jones 



eo 



« 31 

•Mttkheijee ft Co. 



• 34 





Total 

405 




(The Invoice Column and ^e 'tedger Folio Column have not bcctt 
wrhten up). ^ 






2^ 


The Bought Day Book gives you the total purchases figure 
for the month as Rs. 405 which is clearly wrong- The total trade 
purchase of the month is not Rs. 405, other purchases from the 
Modern Cabinet and the Stationery Stores have been included 
in it. 

Therefore if the Bought Day Book is kept in single column 
as above, the purchases other than the trade purchases must 
be left entirely out of it. The invoice from the Modern Cabinet 
and the Stationery Stores should be kept separately in a pending 
bill file and when payments are made the Cash Book should be 
credited and the Furniture Account and Stationery Account 
in the General Ledger should be debited. There would then 
be no personal account for the Modern Cabinet and the vStationery 
Stores. This is quite a common practice. 

You could, however, device suitable rulings for the Purchase 
Day Book and enter all purchases therein and yet obtain the 
correct trade purchase figure. 

The above transactions of A. B. tS: Co. are now entered in a 
suitably niled Bought Day Book. 


]>9to 

I'articuiars 

Invoi<-o 

L.P. 

Total 
Its. as. 

1 

P-; 

Purchases 
lls. as. p. 

Sundries 
lis. as. p. 

1943 







1 

m 


■ 

Jan. 1 

Bengal Traders 

71/904 

14 

• 

70 o: 0 

70' 

o: 0 



fl 

J. Jones 

72/104 

20 


40, 0 

0 

40 

0-0 



y 

Mukherjtie & Co. 

7:V27.'> 

26 

: 

S.'i; 0 

0 

c 35 

0 0 



„ 16 

8oth Bros. 

71/1107 

30. 

82i 0 

0 

82 

o! 0 



,.23 

The Modern (^binet 

7,'>/cu:i 

33, 

48! 0 

o' 


' 

48 

0, 0 

„24 

Stationery Stome 

76/1617 

40, 

8; 0 

0 



8 

o! 0 

„ 27 

Paul & (^>. 

77/349 

421 

28; 0 

0. 

28' 

0 0 


1 

1 

>.29 

J. Joo«8 

78/314 

20 

60 0 


60: 

0: 0 


1 

.. 31 

ICvkherjoe &> Co. 

79/490 

26 

34j Oi 0; 

34 

o;_o 


i . 





1 

403' 0, 0! 

349 

o; 0 

s< 

oi 0 



1 



1 

1 

, 

NL/75 

; 


1 

1 


^ We have now got the correct trade purchase figure Rs. 349. 
The sundries column should be analysed and posted to the Fur¬ 
niture Account and the Stationery Account in the General Ledger. 


Stock la Trade : 

The goods the trader purchases for selling is called his 
stock-in-trade. Other purchases such as Furnitures, Type¬ 
writing machine. Plant and Machinery are not his stock- 
in-trade. It will be necessary therefore—may it be repeated, 
Vhen recording purchases to ascertain the nature of the purchase. 



it is obvious tliat you would be wrong if you misied up youf 
stock-in-trade with your other purchases. This intelligent ana¬ 
lysis of purchases between stock and other purchases has great. 
significance in Book Keeping and Accounting. 

Posting from the Purchase Day Book : 

Every item of the Purchase Day Book is posted in the res¬ 
pective account in the Bought Ledger on the credit side. It 
goes to the credit side because the party parts with the benefit— 
he is the creditor. In the folio column of the Day Book the 
reference of the Bought Ledger folio in which it has been posted 
is given. Now as we are keeping our books on the double entry 
principle for each of these credit entries in the Bought Ledger 
there must be a corresponding debit entry somewhere in the 
book keeping systcpi. The entries in the Purchase Day Book are 
neither debit nor credit entries. These are the materials from which 
your double entry starts. The Purchase Day Book is a subsidiary* 
book—it is outside the double entry system. 

Therefore when the Bought Ledger has been credited you have 
to make a corresponding debit entry. We have seen that the 
Purchase Day Book is added up from day to day and periodically 
—say monthly or quarterly as is found convenient—it is ruled up. 
In the above example of A. B. & Co. it is ruled up at the end of 
January .and the total purchase comes to Rs. 349. This figure 
Rs. 349 is posted to the debit side of the Purchase Account in the 
General Ledger or Nominal Ledger, In this case it has been 
posted to folio 75 and the reference is given at the bottom. 

You will observe that this total Posting of Rs, 349 in the 
Purchase Account represents the debit entry for all the individual 
credit entries in the*Bought Ledger, Instead of debiting the Pur¬ 
chase Account every time an acscount in th^ Bought Ledger is 
credited (this would make the Purchase Account too unwieldy) 
you complete the Double Entry by posting the total of all* the 
items that have gone to the credit side. The Purchase Account 
at any moment gives you the total pufchases up to date. 

Purchase Return Book or Returns Outward Book : 

It sometimes happens that the trader has to return some 
of the goods delivered to him. There may be various reasons for. 
returning the goods. The supply may be of the wrong kind dr 
may not be up to specification or again some of the goqds tnay 



have arrived damaged. When the goods are rettimedl these are 
recorded in a subsidiary book called the Returns Outward or 
Purchases Returns Book. Any allowances claimed for breakage 
or shortage etc., are also passed through this book. When part 
of a supply is returned the question of altering the original invoice 
thus to make it show the quantity and the value of the goods 
retained does not arise. This would necessitate iteration in the 
record which can never be supported. Therefore the original 
entry is left as it is the adjustment for the return being made by 
a fresh entry through the Return Outward Book. 

Debit Note : 

For providing the materials for writing up the Returns 
Outward Book forms in the nature of the invoice is printed 
known as the Debit Notes. (You debit the party to whom 
the goods are returned. He was originally credited when he 
supplied the goods). 

The ruling of Purchases Returns Book is naturally similar 
to the ruling of the Purchases Day Book. When goods are 
returned the Debit Note is written up with the name and address 
of the party who supplied the goods, the description, quantity 
and the value. The rate will of course be the same at which the 
particular thing was supplied. If there was a deduction for dis¬ 
count for obvious reasons—similar deduction shall haVe to be- 
made. The Debit Note will accompany the returned goods. 

The Returned Outward Book will be written up from the 
carbon copy or the counterfoil of the Debit Note. The party’s 
account in the Bought lyedger will be debited. This brings about 
the necessary adjustment for the allowance Jbo be obtained for 
the return (or allowances claimed). 

Similar to the Purchase Day* Book the Returns Outward Book 
is added up and periodically the total is posted to the credit of 
the "Purchases Returns" Account in the General lycdger. The 
Purchase Account takey in .conjunction with the Purchases 
Returns Account gives you the total net purchases of the period. 

Take'the eirample on page 23 of Mukherjee Bros. Some goods 
were ijeturned oU 4 January 43—Returned to S. Ghose 1 bag of 
sugar supplied per invoice No. 723 dated 2 January, as the 
contents was found damaged due to damp. On 10 January— 
Returned to the Distributors I*td., 2 bags of rice supplied per 
invoice No. 137^ dated 7 January as these were found too coa^e. 



Returns Outward Book 


Date 

* ■ t 

ParticnlatB 

Invoioe 

No. 

L.F. 

Amount 
Rs. a. p. 

1043 

Jan. 4 

8. Ghost*—1 bag sugar 







supplied per Invoice No. 

723 dated 2.1.43. 

D.N. 

320 

7 

4S 

0 

0 

„ 10 

Distifbutors Ltd. —2 bags 







nco supplied per Invoice 

D.N. 






no. 510 dated 7.1.43. 

321 

17 

50 

0 

0 





96 

0 

0 




NL/40/- 



For the supply dated 2 Jan. S. Ghose’s Account in the Bought 
I/cdger (folio 7) was credited with Rs. 460. Now the same 
account is debited,^ ith Rs. 46 the cost of one bag of sugar. The 
adjustment for the return is thus accomplished in ttie l^edger 
Account. 


Sales Day Book 

to 

After purchases the trader's object is to sell his goods. He 
seUs at a price higher than his cost price. With the sale proceeds 
he buys goods or new materials again and again he sells his goods. 
And so he goes on repeating his process. 

We have seen how credit purchases are recorded in the 
Purchase Day* Book, so are credit sales recorded in the Sales 
Day Book. As for the Cash Sales the matter is simple enough, 
you debit the Cash Book and credit the Cash Sales Account in the 
General Ledger. The question of keeping personal ledger 
account does not arise. 

But in the cake of credit sales, Ledger Account for all the 
parties must be maintained as otherwise you, do not know who 
owes you money for goods supplied and how much. You start 
the record by entering all sales in the Sales Day Book. *The 
carbon copy of the invoices that are made out at the time of 
each sale provides the materials with which the Sales Day'Book 
is written up. Your customer writes his Purchases Day Book 
from the invoice you send him with the supply. 

Diseonnt: 

When writing up the Purchase Day Book we saw 
t^t a certain percentage deductioii was usually allowed 


on the gross price. The buyer enters the nett amount in the 
Purchases Book. This is the amount he will pay. Still lea\'ing the 
discussion of what discount is for a later stage it may be observ¬ 
ed here that the deduction one gets as a buyer is the deduction 
allowed by the seller. The seller therefore usually allows a 
percentage deduction on his price list price to the buyer who is 
in trade i.e., who buys for resale. This is known as the Trade 
Discount,^ The nett price i.e., after deduction of the trade 
discount is recorded in the Sales Day Book, as this is the amount 
the buyer will pay. For book keeping purchases the trade dis¬ 
count is completely ignored. 


Example : 

Here are the credit sales of the Indian vSilk Ltd. of Calcutta 
on the 27 September 1943. 

Sold to Paul vStores—20 yds. of Tafetta for Sarees @ Rs. 8 
per yd. (Invoice No. 733). 

Supplied The South End Traders—under invoice No. 734 
—10 yds. of Spun Chord Silk Suiting @ Rs. 7/8/- per yd. 

Sold to Young Friends under invoice No. 735—20 yds. of 
Tafetta @ Rs. 3 per yd. 

Sold to Fancy Stores under invoice No. 736—15 yds. 
Tafetta for shirting @ 7 per yds. 

All prices are net. 


Sales Day Book 


Date 

Particulars 

Invoice 

No. 

• 


Amount | 
Rs. a. p.| 

1943 

Sept. 27 

M/s Paul Stores • 

• 

733 

24 

160 

0 o! 

9f 

South End Traders 

734 

36 

76 

0 Oj 

ft 

Young Friends 

735 

94 

60 

0 Oj 


Fanoy Stores 

736 

117 

105 

0 Oj 


This is the simple rulings of the Sales Day Book. In the 
nvoice dolumn the invoice numbers should appear serially for 
the records are made as each invoice is made out and the goods 
sent. The Ledger folio column refers to the accounts in the 
Sales Ledger—where the amounts are debited. The amount 
joltimn will be added and the total periodically posted to the 
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credit side of the Sales Account in the General I^edger which entry 
will complete the double entry in one total for all the individual 
debit entries in the Sales ledger. 


Sales Day Booh in coiumner form : 

If the trader sought for additional information about the 
working of his different lines he could keep his Sales Book in 
coiumner form. Here is a Day Book written in coiumner form. 


Date 

ParticuIarH 

•• 

i Iiivoioe 
No. 

L. F. 

Total 


Musical 

Instru¬ 

ment 

Sports 

goods 

- 

1943 


1 


‘ 








July 1 

M/s Bhatia Sc Sons 

i 1737 

20 

170. 0 

0 

1701 0 

0 



»■ 

» 1 

Sports Club 

1738 

117 

290; 0 

0 




290 

0 

0 

» 2 

Winners 

' 1939 

140 

50: 0 

0 




60 

0 

0 

» 2 

Musical Emporium 

1 1740 

00 

30o; 0 

0 

300 

0 




>» 3 

Jolly Band 

, 1741 

' 85 

97 0 

0 

97 

0 

o! 



3 

Bombay Show 

1742 

76 

120' 0 

0 

120 

0 

0 




.. 5 

Bhatia & Sons 

1743 

20 

375: 0 

0 

375 

0 

0 




7 

Erionds’ Club 

1744 

26 

102 0 

: 

1 



102 

0 

0 



! 

1 

1 

1 

( 

' 1504| 0 

; i 

0 

1062 

' 

0 

0 

442 

0 

0 


Sales Returns Book : 

It must have.been obvious by now that the trader shall 
have to maintain a* Sales Returns or Returns Inward Book for 
there will be cases when the buyer for one reason or another 
will return some goods sold to him. 

When the goods are returned the trader writes out a credit 
n^te, sends it to the customer for tJie goods returned by him. In 
the Credit Note the goods will be valued exactly as it was 
originally priced. Discount will also be allowed as it was 
originally done. Usually the Credit Note is printed in red ,ink so ' 
that it can be easily recognized. 

The Sales Returns Book is written from the earbon copy of 
the Credit Note. Ruling similar to the Sales Day Book will 4^., 
foi the Sales Returns Books. 

6 
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Chapter n 
THE CASH BOOK 

We have seen that for Book Keeping purposes the pages of 
the books are divided into two halves by a vertical line, the 
left hand part is called the debit side and the right hand part the 
credit side. All receipts are entered or recorded on the debit 
side and all payments on the credit side. 

Supposing an individual decides to keep a record of all his 
receipts and payments in order to see wherefrom his money 
comes and how he spends it. 

lyct us suppose that Mr. X receives his salary Rs. 600 on the 
1st of January and on the 15th of the month receives from Y 
Rs. 60 being repayment of loan. He makes the following pay¬ 
ments during the month. 

Jan. 5. Rent paid Rs. 100 

6 . Paid Petrol Bill—Rs. 35 /- 

7. Paid driver's wages Rs. 40 

(House keeping expenses from 1st to 7th—Rs. 35 

8 . Cinema (amusements) Rs. 4/8/- 
Servants’ wages Paid—Rs. 16 

9. Bought furniture on cash Rs. 35 

10. Paid Insurance Premium Rs. 16/8/- 

13. Paid Electric Bill Rs. 12/4/- ^ 

16. House keeping expenses from 8 th to 15th—Rs. 30 ’ 

17. Milkman bill paid—Rs 26 

18. News Paper bill paid Rs. 4/4/- 

19. Laundry bill paid Rs. 9/12/-* * 

20. Amusement—Rs! 3/6/- 

22 . Housekeeping expenses from 16th to 22nd—Rs. 34 

23. Gift to a peedy relative—Rs. 10 

24. Purchased some presents Rs 16. • 

25. Bought some books—Rs. 8 

31. House laepiug expenses from 23rd to 31st— 
Rs. 49/10/- 

From Ms knowledge of Debit and Credit Mr. X wiHkeep his 
record in the following way. 



n 


"bt. Receipts and Payments Cfv 


Jan. 1 

ToSali^ 

500 

o! 0 

|Jan. 5 ! Bv rent 

n 

0 

0 






j 6i „ Petrol 


0 

0 






T „ wages (driver) 


0 

0 






1 ‘ „ House keeping 









j > 1 from Ist to 7th 

36 

0 

0 






, 8' „ Amusement 

4 

8 

0 






i 1 „ Servants' wages 

16 

0 

0 





j! 9' „ Fixrnituro 

35 

0 

0 





j| 10. „ Insurance Promiutu 

16 

8 

0 





ij 13j „ Fleotrio Bill 

12 

4 

0 

15 

Y—Repayment 



|: 15' „ Kouso Keeping 





of Loan 

50 0 

0 

from 8th to 15th 

30 

01 

0 



! 

; 17 „ Milk Bill 

25 


0 



i 

! 18 ,, Nowspttper Bill 

4 

4 

0 



1 


19, „ Laundry Bill 

9 

12 

0 



■ 


1 20 „ Amusement 

3 

6 

0 



i 


! 22 „ House keeping 






1 


' from 16th to 22nd 

34 

0 

0 



t 


23 „ Gift 

10 

a 

0 


• « 

i 


24, „ Prosents 

15 

0 

0 



1 

;; 25 „ Books 

8 

0 

0 



{ 

t 

I, 31 „ Houbu keeping 






1 

|i from 23rd to 31st 

49 

10 

0 


' 

1 

S [ 

1 

i 

j ; f» By balance c/d 

60 

12 

0 

r 

650' 

1 

0 

J 

0 

i 

560 

0 

0 

Feb. 1. 

To blanoe b/d 

6012 

i 

0 

! 





Now if Mr. X kept records of his receipts and payments as 
above he would'have been in fact writing mp his Cash Book for 
his private purposes. 

The Cash Book is the book in which the trader records all 
his receipts and payments. This is one of the principal books 
in the book keeping system. AH the cash that comes into the 
business—no matter from which source—it may be realization 
from the customers to whom goods had been sold* it may be loan 
taken for the purpose of the business, it may be interest received 
on the money lying at the Bank—all the cash that come in musbbe 
recorded on the debit side of the cash book. Again all the monies 
pmd out from the business whether for goods purchased or wages 
paid or plant and machinery bought or even for the .trader’s 
private expei^s—so long as c^h is paid out from the fuiids 
of the business it must be recorded on the credit side at the 
cash book. The Cash Book in fact records a complete history 
of what happens inside 'Qie trader’s cash box. As Soon as money s 
co^es in it is put inmde the cash, box as well as recorded iii ^' 



Cash Book. Likewise as soon as any payment is made money 
goes out of the cash box and the transaction is recorded by 
crediting the cash book. 

Balaneing the Cash Book : 

If Mr. X of the above example added up the debit side and 
the credit side of his cash book he would have known that during 
the month of January he received a total sum of Rs. 550 and paid 
away during the same period a total sum of Rs. 483/4/-, According 
to the Cash Book on the 1st of b'chruaiy he should have in his cash 
box a sum of Rs. 66/12/- whicli is the amount by which his 
receipts exceeded his payments. (He received Rs. 550 out of 
which he paid out Rs. 483/4/-). He starts the month of February 
with a cash balance of Rs. 66/12/-. 

The balance by the way is nothing but the difference between 
the debit side and the credit side totals. ''Both the sides are 
added up and the difference between the bigger and the smaller 
is ascertained by subtraction. This balancing figure is written 
on the smaller side and the totals of both the sides are made 
equal. The account is then ruled up or closed as w-ould say 
and the balancing figure is brought down to the bigger side. 
Study carefully how the cash book of Mr. X is balanced and the 
balance (the balancing figure ) is brought down as the opening 
figure of the next period. 

If the debit side is bigger the balance comes down as a debit 
balance and if the credit side is bigger the balance of course 
is a credit balance. 

The cash book, you will no doubt observe, cannot have a 
credit balance as you cannot pay out more than what you 
receive. 

Verification of the cash : 

• Mr. X finds that on the 1st February according to his Cash 
Book he should have a sum of Rs. 66/12/- in his cash box. He 
could verify, in fact he shourd ^'erify, by actually counting money 
in the cash box. If on counting he found that he had less than 
Rs. 66/12/- he would come to the conclusion that either some 
expenditures have gone unrecorded or else some money have been 
lost. It would be necessary to investigate into the matter till 
the error is detected and the matter put right. If on the other 
iiand he had more than Rs. 66/12/- in his cash box his concu^on 



wotild be that either some receipts have not been recorded or that 
some payments have been recorded at a higher figure than was 
actually the case through mistake. Necessary corrections shall 
have to be made. 

Here is a point to be observed. You could at any time 
ascertain your cash position from the Cash Book that is to say 
on any day you could by balancing the Cash Book find out what 
cash you had at that moment. 

Further you could ascertain from the Cash Book how much 
cash you received and how much you paid away during a certain 
period. 

These are important informations that tlie Cash Book 
imparts to the trader. If his Cash Book reveals that the balance 
has fallen very low the trader will at once attempt to retrieve 
his position by trying to realize payments from his customers 
to whom credit has been allo\ved. He may even decide to offer 
them a little temptation by allowing a little rebate (Discount— 
this point will be discussed later) for prompt payment. On the 
other hand he will not undertake new commitments for a while 
i.e., he will not enter into such transactions for which large cash 
payments shall have to be made at once. There are alwaj^ 
some expenditure which can be put off. If he finds that a big 
payment—wages for example—is falling due within a short time 
he will at once cut down expenditures on the one hand and try to 
realize on the other his dues from his customers to be ready with 
funds in good time for his payments. You know a business¬ 
man’s reputation depends upon his ability to meet calls upon 
him. He cannot afford to default and lose his credit. If he did 
in future his suppliers would not allow him credit, that will only 
increase his future*.difficulties. 

In the same way his total receipts and paymefits of the period 
will give him various informations if he looks for it. He may 
ask for instance—have I been negligent in realizing payments 
from my customers ? (There are always some customers who pays 
after repeated requests). Am I allowing longer credit than I 
ought to ? Am I locking up too much of my funds in stocks and 
materials etc. thus leaving too little in hand for the running of the 
show ? 

Thus books of accounts can be examined not only to reveal 
what happened in the past or what the present position is but 
also to act as valuable guide for future action. f 
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Bxample : 

Bhatia Bros, of Calcutta had Rs. 500 in hand at the dose of 
business on the 30th June 1943. The receipts and payments for 
the neict 10 days are given below. Write up the Cash Book and 
carry forward the balance. 

1943 Receipts. 

July 1. Cash Sales—Rs. 100 

2. Realised from Friend & Co. Rs. 200 
Cash Sale—Rs. 90 

5. Interest on investment Rs. 50 
Cash Sales—Rs. 60 

6 . Rent received for portion sublet Rs. 50 
Cash Sales—Rs. 30 

8 . Realised from Das & Co. on account—Rs. 300 
10. Cash Sales—Rs. 60. 

1943 Payments. 

July 1. For Stationery bill Rs. 10 

3. Paid bill for furniture purchased Rs. 125 

4. Cash purchases (materials) Rs, 300 

5. Salary to Staff for June Rs. 100 

8 . Cash purchases (materials) Rs. 125 

9. Paid ofhce rent for June Rs. 100 

10. Paid Telephone bill Rs. 25 


Dr. Cash Book Cr. 



------- 

• 

1 


- 


. ---— -- 


•" — 

... -V 


im 



1 



1943 

4 « 





myi 

To Balance 

b/f 

500| 0 

0 

Julyl 

By Stationery 


10 

01 0 

i 

ft Sales account 


lOo; 0 

0 

3 

„ Furniture 


125 

0 

0 

2 

„ Friend & Co 


200 

0 

0 

4 

,, Purchases 


300 

0 

0 


„ Sales Account 


00 

0 

0 

6 

„ Establishment 





6 

f. Interest A/o 


so 

0 

0 


(Salary for Juno) 


100 

0 

0 

6 

„ Sales account 


60 

0 

0 

8 

., Purchases 

* 

1251 0 

0 

6 

Bent receivable 


50 

.0 

0 

9 

„ Rent 


100 

0 

0 

^ ' 

„ Sales Aocotmt 


30 

0 

0 

10 

Telephone 


25 

o; 9 

8 

f, JDas k Co. (on 






„ Balance 

c/d 

655 

0 

0 


account 


300 

0 

0 







10 

„ Sales Aocotmt 

« t . 


60 

0 

0 








» 


1440 

0 

0 




1440 


0 

jyyll 

Tb Babmoe 

b/d 

660 

0 

0 




—I 









SxMnpie 2 ; 

From the following particulars write up the Cash Book of 
Mr. X (ruling the necessary forms) and bring down the closing 
balance as on the 31st December. 


December 1. 

4. 

6 . 

6 . 

9. 

13. 

16 . 

19. 

20 . 


21 . 

no 


Cash in hand Rs. 60/10/- 
Received from Watson & Co. Rs. 100 
Paid to H. N. Rudra. & Co. Rs. 60 
Paid Electric Bill Rs. 6/6/- 
Received for old books sold Rs, 80/10/- 
Paid Telephone bill Rs. 20/2/- 
Paid for a table Rs. 20/- 
Dent to Haren Rs. 30/- 
Robin repaid the amount 
lent to him .. Principal —Rs. 70/2/- 
Interest —Rs. 2/- 
Purchases Rs. 30/3/- 
Received from Sen & Co. Rs. 30/- 


Dr. 


Cash Book 


Cr, 






i i 

Dec.l 

To Balance 

b/f 1 

60 1 

inr 

i 0 

4 

„ WataoQ & Co. 

100 

IQ 


9 

„ Old Books sold 


80 

tti] 

m 

.. 20 

„ Loan a/c 



1 

1 


Robin 


70 



Interest 


2 



„ 21 

„ Sen & Co. 

j 


30 




t 


343 

6 

|0 

J{UUl| 

To Balance 

[b/d 

187 jlll 0 


Bee. 5 

By H. N. Rndra 






& Co. 


60 

0 

K 

.> 6 

„ Blectrio Bill 


0 

6 


13 

„ Telephone Bill 


20 

2 


„ 16 

„ Furniture a/c 


20 

0 

E 

» 19 

,, Loan a/c 






Haren i 

30 

0 

aij 

„ 30 

Purchase a/o 

Bill 

8 

0 

» 31 

„ Balance 

c/d 

187 

11 

0 


• 


343 

6 

0 


The Bank : 

In the modem society there is such an institution as the 
Bank. The Banker plays an important role in the trade, industry 
and commerce of the community. Now what is a bank and what 
does the banker do? 

We shall be satisfied with so much information about the 
banker as is necessary to understand the businessman's lektion* 
ship with him. * 
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The Banker, if you like, receives money from jjeople which 
he undertakes to pay on demand. If you find yourself with too 
much cash which you do not immediately require (for spending) 
and which you do not i^ropose to carry about or keep in your 
box, you go to the banker and keep the money deposited with 
him. Technically speaking you open an account with the banker 
and become his “Customer”. When you wish to open an account 
with the Bank, the banker would insist on your being introduced 
to him by some respectable person. 

The banker gives you a cheque book which you use for writing 
your order to the banker to pay money from your account. The 
payment is made on demand. The cheque is torn off from the 
book along the perforation and presented to the banker. This 
presentment is the demand for payment. 

You draw a cheque by writing out your order as to whom 
you wish your banker to pay and how’ much. The amount is 
written both in words and figures. The cheque bears the date 
and your signature must be there. The banker pays according 
to your order out of the money you deposited with him. So long 
you have sufficient money in the bank to cover your cheque the 
banker is bound to pay. The banker naturally keeps an account 
in his books in your name. When you pay in money he puts the 
amount to your credit or credits your account with the amount. 
When he pays as per your order he debits your account with the 
amount. 

When you have to make payment to some party you can 
withdraw money from your bank and make payment with it 
or you could do another thing. You could instead of withdrawing 
the money yourself from the bank, hand over the cheque to your 
creditor who could take the payment from your bank. The bank¬ 
er is thus in a sense the businessman’s cashier. He holds his 
cash and makes payments according to his order. 

With the development of banking facilities people find it 
more convenient to make payments by che^e. It saves the 
trouble as well as the risk of carrying large amount of cash. 
When you pay or draw a cheque you are called the drawer. The 
bank who is ordered to pay is the drawee—upon whom drawn. 
And the person to whom payment is to be made is the payee. 

A specimen cheque and Faying in Slip are given on the next 

‘naee. 



THE HONEST BANK LTD. 


8< I 

< El 0 
S D 7 * 

f 

« X i* 

H J- g 

W 

H ^ 








.1 .1 . 1 . .1 .1 

s I I I ' 

5 2.1 I I I 

»■ J ? f I i I 

Z ^ M s ttj 










4 $ 

Endorsing : 

You pay let us say X by dieque a sum of Rs. 50. X could 
collect the amount from your banker or if he c&ose to pay his 
creditor Y he could pay him with this cheque. X wopld 
then sign his name on the back of the cheque technically called 
‘endorse’ the cheque and pay it to Y. Y could then collect the 
money from your bank or if hen liked could pass it on to 
his creditor Z. 

That is precisely what is happening in practice. Cheque 
circulates exactly as money and is considered as good as cash 
if the drawer is known to be solvent. Of course the banks have 
not as yet become as popular in India as in the Western Coun¬ 
tries. Nevertheless almost every businessman has occasions of 
receiving payments by cheque. He keeps a bank account and 
makes payments by cheque. 

The businessman every now and then deposits with his bank 
the money i.e. cash and cheques which he receives and from the 
bank account money is withdrawn by cheque from time to time. 

If a businessman did not keep a bank account he could record 
all his cash transactions in the cash book explained previously. 
But when he keeps a bank account as he almost always does such 
a Cash Book does not serve his purpose. 

Every time he deposits money with the bank money goes out 
of his cash box and the Cash Book is credited. And every time 
he withdraws money from the bank money comes into his cash 
box and the Cash Book is debited. Now let us see what happens 
if he keeps two books one Cash Book for recording the cash 
transactions only (as previously explained) and another—let us 
call it the Bank Book—^for recording the transactions or opera¬ 
tions in the Bank account. The following are the transactions 
of X for. the first seven days of January. 

January 1. Receives from customer A, cash Rs. 200. 

2. Deports Rs. 160 in his bank keeping Rs. 60 in 

his cash box for meeting expenses. 

Buys stationary for cash Rs^ 3/8/- 
Makes cash purchases for Rs. 45. 

3. Receives from B (cash) Rs. 600. 

4. Deposits with bank Rs. 400 

6. Pays Y by cheque Rs. 300 

6., Withdraws from bank Rs. 76 for office expenses. 

7. Pays commission to salesman Rs. 80 by cash. 
Pays rent Rs. 70 by ca^. 


o 



X xvcords the above fs'ansactioiis in his cash book as weH i 
in the bank book which are shown below. 
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Cash Book. 
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Jaa. 1 

To A 


200 

0 0 

Jan, 2 

By Bank 

3 

„ B 


600 

^ ,0 


„ Stationery 1 

» 6 

„ Bank 


76 

0 0 1 


M Purchaeoe 1 
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„ Bank ' 
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„ Boat 1 





1 
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„ Balance i o/d 
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775 

0 |0 




•• 


150 0 jO 
3 >8 |0 
46 lO 0 
400 lO 10 

80 ]0 lo 

70 0 ,0 

26 8 lo 


776 
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Jan. 2 To Cash 
„ 4 „ Gash 


Bank Book 



Cr. 




300 

76 

176 


0 

0 

0 


560 


lo 


Oh the 1st January Rs. 200 was received from A. This is 
recorded by debiting the cash book on that day. On the 2nd 
X deposited Rs. 160*with his banker. The money is taken out 
of the cash box therefore the cash book is credited and as it is 
deposited with the bank the Bank Book is debited. It will 
be observed that at that moment X still possesses Rs. 200 of 
which he has Rs. 60 in hand and RS| 160 in the bank. 


He then spends Rs. 3/8/- for stationery and Rs. 45 for pur- 
*chasing various goods. As these are cash payments the cash 
book is credited. 


If at the dose of the day’s business X counted his cash in hand 
he would find that he had Rs. 1/8/- in his cash box. You will 
notige that the cash book also shows the same balance. . 
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6 n the 3rd X receives the sum of Rs. 600 from B. The cash 
book is debited. 

On the 4th Rs. 400 is deposited with the bank. As previously 
this is recorded by crediting the cash book and debiting the bank 
book. 

On. the 5th payment is made to Y by cheque. Y takes the 
money from the bank. This is recorded in the Bank Book in 
the credit side as money goes out of the Bank account. By this 
transaction the cash is unaffected. 

There is alternative method of recording this particular 
transaction viz payment by cheque. This is explained below as 
this method is followed by quite a large number of business houses. 
But it is not recommended as it involves some additional work 
which can be easily avoided. 
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. Jan. 5 

By Cash | 

} i 

I j 

! 300 

1 

i 

1 

0 

0 


1 ' : 

i ■ i 


) 

t 





Dr. 


Cash Book 


Cr. 


Jan. 6 


To Bank 
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© 

0 

•Tan. 5 ; 

1 

! 1 

' i 

1 

By Yt 

• B 


.300 

0 

<) 


It proceeds from the assumption that Rs. 300 is first with¬ 
drawn from the bank, brought to the office and then paid to Y. 
If the money was withdrawn from the bank and then Y was paid 
in cash the above entries would no doubt be correct. But this 
is not how people normally do business. Cheques are handed over 
to parties in payment. Therefore credit bank and that is all. 

On the 7th X finds himself short of cash. As he will require 
"cash Ruling the day he decides to withdraw some money from 
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the bank, l^his he does by drawing a cheque for Rs. t6. He 
gets cash from the bank and brings it to his oihce. The entries 
are as before—credit Bank book and debit cash. 

So you will notice, when money is deposited with the Bank, 
the Cash Book is credited and Bank Book debited and when 
money is withdrawn from the Bank, the Bank Book is credited 
and cash debited. 

On the 7th two payments are made by cash—commission 
paid Rs. 80 and rent paid Rs. 70. These two are entered on the 
credit side of the cash book. 

At the close of business on the 7th Mr. X finds by adding 
up the debit and credit sides of the Cash Book and the Bank 
Book that he has cash at Bank Rs. 175 and in hand Rs. 26/8/- 

In theory this {5 all there is to know about writing the Cash 
Book when a Bank account is kept. As the businessman almost 
invariably keeps a bank account one would be well advised 
to understand clearly the principle explained above. 

Now it is obvious that it is rather troublesome to have to 
handle two books every time money is deposited with the bank 
or a cheque is drawn. 

Let us see if we could not keep the complete record in the 
same book. Ju^t make a little space for another column on the 
debit and credit side of the cash book. Lift the debit and credit 
columns of the bank book along with the figures and lay them in 
the debit and credit sides of the cash book in the extra columns 
provided. The above two books thus combined will take the 
following form known as the Double Column cash book which 
is commonly used by ^e businesspian. . 



Cash Book 
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Call the inner columns the Cas^ columns and the outer 
columns the Bank columns. The two cash columns make up 
your cash book and the two bank columns make up the bank 
book. The cash in hand and at Bank are ascertained by balancing 
the cash and the bank columns. 


Cheques in hand : 

The cheques received should in the first instance be entered 
in the cash column in the cash book. When depositing with the 
bank, credit cash and debit the bank column. The cheques in 
hand that is to say before they are deposited with the bank 
should be treated as cash. It is suggested that it will not be 
correct to enter those in the bank column as soon as they are 
received for, 

(a) these cheques have not yet been deposited with the bank; 

(b) the amount *ih hand at any moment is the cash plus the 

undeposited cheques and 

(c) if entered in the bank column before the cheques are 

deposited with the bank the bank balance as shown 
by the cash book will be different from the balance 
actually at the bank. 


Contra : 

When cash or cheque is sent to the bank the cash 
column is credited and the bank column debited—^the corres¬ 
ponding debit entry (to complete the doube entry) being done 
in the same book. The same is also true when money is drawn 
from the bank 

A receives payment from B by cheque Rs. 100 which he at 
once deposits into his bank. 

Dr. A’s Cash Book • Cr. 


To A (1) 


100 



By Bank 

C 

100 






(3) 



Cash (4) 

C 


100 

• 



_1 


Dr. 


B's Account 


By Caib 
( 2 ) 
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The corresponding credit entry for (1) is made in B*s Account 
(2). The debit entry for (3) is entry No. (4) in the same book. 
The entries No. (3) & (4) are called contra entries and in the 
folio column you write “C” for “Contra”. 


Example: 

Mr. Banerjee had on the 1st day of January 1943 
Cash in hand Rs. 500 13 6 

Cash at Bank Rs. 2413 2 6 
His receipts and payment for the first week of January were 
as follows. Write up the cash book and find out the cash 
* and bank balances on the 31st January 1943. 

January 1. Received from S. Das cheque for Rs. 500. Sent 
it to bank. 

Paid by cheque office rent for December 1942 
Rs. 200. 

Telephone charges Rs. 25/0/6 
Paid cash for stationery Rs 11/8/- 

2. Withdrew for office cash Rs. 200 
Paid by cheque, machinery Rs. 1500 

2 . Cash Sales Rs. 500 

3. Paid into bank Rs. 500 

3. Purchase—by cash Rs. 100 

by cheque Rs. 1200 

k 

Paid by cheque, furniture Rs. 100 

Cash sales Rs. 2000, amount J)aid into bank. 

4. Drew cheque fdr salary Rs. 1000 

4. Drew cheque for personal use Rs. 500 
4. Paid to the bank Rs 50 

6 . Cash Sale, received Rs. 200 by cash 

Rs. 800 by cheque—deposited 
' same day. 

7. PaidjElectric Bill Rs. 66 by cash. 

7. Paid into bank Rs. 600 
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4^700 13' el 6^7«3 



Exainple 2: 

Write up the Cash Book for May 1943 of the Pioneer Manu¬ 
facturers from the particulars given below: 

May 1. Balance of cash in hand Rs. 200, at bank Rs. 1000 

2. Bought goods for Rs. 320, paid by cash Rs. 120 and by 

cheque Rs. 200 

3. Drew cash from Bank for ofilce expenses Rs. 200 
^4. Bought goods for cash Rs. 80 

Paid Rama Rao Rs. 59 in full settlement of his account 

5. Paid salary Rs. 80 and wages Rs. 30 

6 , Received cash Rs. 250 from National Traders in full 

settlement of account 

Paid Rs. 200 to Bank 

8 . Paid Paul & Sons by cheque Rs. 75 
Received by cash sales Rs. 20 

9. Received cheque from Palit Medical Hall Rs. 150 in full 

^ settlement of dues 

pl^hight goods for cash Rs. 120 

10. Drew cash from Bank Rs. 100 for ofl&ce purpose. 
Received by cash sales Rs. 15 
' IL Paid rent Rs. 55 in cash 

Paid Telephone bill Rs. 20 by cheque 
Bought 4 chairs for Rs. 15 on cash 

12. Received Rs 35 from Sarkar & Co. 

13. Paid for instalment of typewriter machine Rs. 16 

15. Paid allowance Rs. 100 by cheque 
Received from Sen's*Medical Hall Rs. 200 

16. Paid Rs. 159 to Bank 

17. Paid Agents’ commission Rs. 60 

Received Rs. 160 from Abdulla through Ban 

18. * Paid for office expenses Rs. 20 

20. Received Rs. 139 from Punjab Chemical Co. 

Paid to Bank Rs. 100 

22. Paid travelling allowance to Agents Rs. 50 
Received by cash sales Rs. 25 



Cash Book 





BxBm]»le 8 : 

Here are the transactions of Mr. Brown of Madras^ for the 
month of February 1943. Write up his Cash Book with Cash 
and Bank columns. 

Cash in hand on 31-1-43 .. Rs. 616-10-6 
,, at Bank .. Rs. 3610-2-9 


1943. 

Feb. 1. Ready money sales, by cash Rs. 200, by cheque Rs. 1200 
sale proceeds paid into Bank. 

3. Received a post dated cheque dated 8-2-43 from Mr. 
David for Rs. 1000 

Paid for machinery by cash Rs. 300, by cheque Rs. 3200 
5. Cash sales, by cash Rs. 1000, paid into Bank Rs. 800 

10. Cash purchase, by cash Rs. 600, by.cheque Rs. 3600 

Drawn for' office cash Rs. 300 
,, for personal use Rs. 800 

11 . Mr. David’s cheque returned dishonoured. 

Cheque for Rs. 800 (drawing) also dishonoured by the 
bank with the remark “Insufficient fund” 

. 14. Bank collection for sale Rs. 2500 
16. Paid office rent by cheque Rs. 200 
18. Cash sales—by cheque Rs 1025 
20. Received from Mr. Brown cash in notes Rs. 1000 
and the proprietor drew another cheque for Rs. 800 
26. Received Rs. 500 for bills receivable No. 615, Bank 
collection. 

28, Honoured a foreign bill (Bill payable No. 101) by cheque 
Rs. 1000 

28. Paid by cheque salary to staff Rs. f 00 
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i<^ is coming 
It involves less work. 
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Tk6 ]>ot^^col.nmn Cask Book as *i 
largely ndsfpttd by tkf^ tin^lfjesmQan 
where yet another ker-* “ 

evolve^Hkttnwn as the ^ank 
increasingly into use for tm Simplicity. 

It is g very sound principle to deposit into^Bank kttact aU 
moneys oaidi and iSheques received. Whenever cashis reared in 
the hiuaness it is l^er to withdraw from the Bank and then 
Spend. $ome follow the policy of meeting their expenses 

jfrom the casdi dlSSlections—even from cheque collections by 
endoiBlag away cheques to their own creditors—and then 
deposit into the Bank the surplus left over This is not desirable 
and in practice it leads to all sorts of complications and even 
open the door for defalcation One can do ii6 better than sticking 
to the very sound principle of depositing into the Bank all collec¬ 
tions intact and making all payments by cheque. Small cash 
payments can be made through the Petty Cash Book (to be 
explained later). 


For the Bank Cash Book method a Double Column Cash Book 
is used. All receipts of cash and cheques are entered in the inside 
column—the cash column. All the collections are paid into the 
Bank intact day to day 


As deposits are made, the totals as they appear in the paying- 
in-slip are extended into the Bank column (on the debit side). 
All the entries in the cath column will find their way sometimes 
singly more often in lump (various figures totalled up) into the 
^ank column on the debit side. 

As for the credit side there is no difficulty at all. All pay¬ 
ments are made by cheque aSid the,Bank column is credited. 
The inside column on the credit side may be used for details. 

If the day’s collections are deposited into the Bank the 
same day them should be noncash balance in hand at the close of 
the day. TfilPBank balance can be ascertained any time. But 
in practice there will be spme cash in hand—^those received too 
late to be banked on the same day will remain in the office cash 
box till the next. day. A moment’s thought will tffiow that the 
aifference between the Bank and the Cash column on the debit 
side is the Cash in hand. Balancing should be done as shownsin 
the following example. • 
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Explanations : 

On the 1st April there was 5000/- in the Bank and no cash in 
hand. During the day Rs. 1000 was received in cash and Rs. 600 
by cheque on Sales Account. Rent received from X Rs. 216 in 
cash and from Y Rs. 126 by cheque. All those were deposited with 
the Bank in one paying-in-slip. The total is extended into the 
Bank column. Please note the difference from the contra entry 
explained previously. Then there are further receipts from 
Messrs. Das & Co. and Messrs. King & Co. The receipts are sent 
to the Bank again. Then on sales account another Rs. 150 was 
received. This item was not sent to the Bank the same day. 

On the credit side there are payments for purchases, furniture 
etc. One cheque for Rs. 190 was cashed for the following pay¬ 
ments. Office rent Rs. 70, J. Jones Rs. 100 and telephone Rs. 20. 

For balancing enter the cash in hand Rs. 160 into the Bank 
column as if it had been banked. Add up the Bank column. On 
the credit side, enter the cash balance (in the Bank column) sepa¬ 
rately as the item has not actually been banked atid then find the 
bank balance. Bring down the cash balance in the cash column. 
During the day this item goes to the Bank together with the 
receipts from Messrs. Young & Co. 

May it be repeated that the above system will work only if 
nothing is spent from the collection—all receipts being paid into 
the bank in tact. Payments are to be made from the Bank by 
cheques. 

The Banker’s Book: 

The Banker is a special kind of businessman. He deals in 
money. Money is his stock-in-trade just as much as cloth is your 
stock-in-trade if you are a cloth merchant. • 

The Banker receives money from his customer on deposit 
and pays on demand or his customer’s order. It must have 
occurred to you that the banker must keep a separate account for 
cash of his customers, that is, an account that will tell him at any 
moment how much money iie owes a particular customer or if 
you like how much stands to the credit of a particular customer. 

When money is deposited with him the Banker debits his 
cash and credits his customer and when money is withdrawn he 
credits his cash and debits his customer. A moment’s thought 
will make it clear that a particular customer’s account in i|he 
Banker’s books will be exactly identical with the custon^r’s 
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casli book (Bank ccdumns). Only that the fignies will be on the 
other side. 


Example : 

Here are the transactions of X for the first week of March 
1942. His Ca^ Book as well as his account in the Bank’s book 
are given bdow : 


1942 

March 


1. Opening balance cash Rs. 1000 
1 . Cash sale Rs 500 
2 Sent to Bank Rs. 800 
.3. Paid Mr Y by cheque Rs. 300 

4 Paid electric bill by cheque Rs. 26 

5 Sent to Bank cash Rs. 100 

6 . Received from Z by cheque Rs. 600—sent the same to 

Bank 

7. Paid by cash postage and telegram Rs. 25. 



Df. Mr. X's Cash Book 



1,500 








It will be observed that the debit and credit side of the Bank 
columns of Mr. X*s Cash Book are identical to the credit and 
the debit side of his accotmt in the Banker's Book. 

Pass Book : 

For eadi customer the Banker writes up a small book 
called the Pass Book which is the exact copy of the customer’s 
account in his ledger which he periodically sends to the customer 
for verification. 

The customer checks up his Cash Book with the Pass Book 
and satisfies himself that the account is correct. If there is any 
discrepancy he at once informs the Banker and gets the point 
settled up. 

Now as the Pass Book is the exact copy of the customer’s 
Cash Book (Bank columns—sides reversed) it follows that the 
balance as per Cash ^ook should be equal to the balance as per 
Pass Book at any time. But actuall}’- more often than not the 
balances do not agree. Let us see why. 

As soon as you draw a cheque you credit your cash book and 
as soon as it is cashed, that is, the money is withdrawn the banker 
debits your account. So when the amount has been withdrawn 
this particular entry occurs both in your Cash Book and in the 
Bank’s Books. When you draw a cheque and cash it on the same 
day, entries in your book and in the Banker’s Book will be 
identical at the end of the day. If you pay Mr. X Rs. 600 by a 
cheque you would credit your Cash Book as soon as the cheque is 
paid but Mr. X might not collect it from your banker on the 
same day—he might even endorse it to Mr. Y to pay his own 
debts. In that case the entries in your book and the Banker’s 
book will not be idenitical till the cheque is cashed. In other 
words for some days the entries in your Cash 3ook and the 
Banker’s Book may not be similar—although eventually they wiU 
be when the banker has paid. 

Again let us examine the debit side of the Cash Book. You 
will receive some payments by chequp. As soon as you send the 
cheque to the bank for collection you will debit the Bank column 
of your Cash Book. But some cheques will take time for collection. 
Supposing you receive a dieque from your customer at Bombay. 
He has drawn on his banker situated at Bombay. So your Banker 
will need some time to collect the proceeds from Hombayi He 
will credit your account only when the cheque has been realized. 
Theiefore here again th^e is a time tag between your del}i|tiQg 
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your book and the banker crediting your account. How dieques 
are collected by the banker need not bother us here. The point 
to note is that all payments into the Bank are not at once created 
to your account. * 

Therefore you will see that although your Cash Book and the 
Pass Book will contain identical entries, at any particular moment 
there may be some items on the debit side of your Cash Book 
as well as on the credit side whicli will not be found in the Pass 
Book. These will of course be entered in the Pass Book at a later 
date as and when they are realized or paid. It is clear therefore, 
that in order to verify that the Cash Book balance and the Pass 
Book balance agree it will be necessary to make adjustments 
for the cheques in course of collection and the cheques outstanding. 
This is done by means of “Bank Reconciliation Statement”. 

Example 1: 

From the following particulars prepare Bank Reconciliation 
Statement as at 31st March 1042 of The Traders’ Syndicate, 
Calcutta who had cash at Bank as per Cash Book Rs. 2340-1-6 
and as per Pass Book Rs. 3,'>21-1.5-6, 

1 . Cheques deposited on different dates but not cleared by the 

31sl March 1042. 

(a) Messrs. K. P. Bose & Co. Rs. 300 

(b) Messrs. A Rahanian & Bros. Rs. 260 

2. Cheques issued but not presented. 

(a) Bharati Printing and Publishing Co, Ltd. Rs. 651-14-0 

(b) Indian Press Ltd. Rs. 1,000 

(c) The Statesman Ltd. Rs. 80 

Reconciliation Statement: 

Balance as per Pass Book < Rs. 3,521 15 6 

Add cheques deposited byt not cleared 

(a) K. P. Bose & Co. Rs. 300 

(b) A Rahaman & Bros. Rs. 250 Rs. 550 0 0 

Rs. iiOTl 16 6" 

Deduct—cheques issued'but not yet presented— 

(a) Bharati Printing and 
Publishing Co. Ltd. Rs. 661-14-0 

(b) Indian Press Ltd. Rs. 1,000- 0-0 

(c) The Statesman Ltd. Rs. 80- 0-0 

-Rs. I,731-14r0 

Balance as per Cash Book Rs. 2,34C^ 1-6 
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l£xit]ili»to 2 : 

On 31.3.42 the Bank Balance as per Cash Book o£ Messrs. 
A. Rahaman & Co., was Rs. 10,660-10-6 while the Pass Book 
showed a Balance of Rs. 11,994-2-9. On examination of the 
Cash Book and the Pass Book the following facts were rev^ded. 
Prepare the Bank Reconciliation Statement as at 31.3.42. 

1. cheques deposited on 30.3.42 were collected and 
credited by the Bank on 4.4.42—Rs. 1,026 

2. One cheque deposited on 26.3.42 returned dishonoured to 
the Bank on 31.3.42 but the notice of dishonour was received 
by the firm on the following day—Rs. 275 

3. Interest credited by the Bank remained unadjusted in 
the Cash Book Rs 30 

4. Cheques issqed but not presented for payment— 

Rs 1,413-6-0 

5. Bank realized bills on behalf of the firm but the intimation 
received by the firm on 1.4.42—Rs. 1,000-2 3 

6 . The Banker wrongly credited the firms account in con¬ 
nection with the collection of a bill belonging to another party. 


The account was afterwards adiusted— 

-Rs. 300 


Reconciliation Statement: 

Balance as per Pass Book 


11.994-2.9 

Add cheques 

deposited, but not cleared 

1,026-0-0 


Dishonoured cheque _ .. 

276-Q-O 

1,300-0-0 

13.294-2.9 

Deduct, cheques issued, but not 

presented 

1,413-6-0 


Interest credited by Bank 

30-0-0 


Bills collected by Bank .. 

1,000-2-3 


Amount wrongly credited 

300-0-0 

2,743.8.3 


Balance as per Cash Book 10,650- 

——- 



62 


It is advisable to prepare Cash and Bank Re<^oncillatlo]i 
Statement at the end of each month. If transactions are heavy 
the Reconciliation Statement should be prepared at shorter 
intervals. Even the bank may make clerical error and you want 
to be sure that all your deposits have been put to your credit 
and you have been debited only with the cheques you drew. 

The Reconciliation Statement--(as shown above) is written 
out in the Cash Book at the balancing time. 

How money is deposited into the Bank: 

The Banker supplies his customer with some printed forms— 
generally in Book form—known as the paying-in-slip. When the 
customer deposits money either cash or cheque he fills up the 
paying-in-slip and sends it to the bank along with the deposit. 
These slips are written in duplicate, generally it is perforated 
and has a counterfoil, full details of the deposits are written on 
both the parts. The banker puts his signature and also the 
rubber stamp on the part that comes back to the customer and 
retains the other part himself. With the help of the part retained 
by him the banker writes up his ledger (thecustomers* account). 
The other part really serves the purpose of the receipts in the 
hands of the customer. 

The customer should carefully preserve the signed counter¬ 
foils of the payiiig-in-slip till he has had opportunity of checking 
up the Pass Book yvith the Cash Book for a given period. You 
can understand the sort of difficulties that can easily arise. You 
paid into your Bank Rs. 200 on the 16th July 1941. The Banker 
through mistake put it to the credit of another customer. You 
did not check up the Pass Book with your Cash Book all these 
months and in January 1942 while preparing the Bank Recon¬ 
ciliation Statement at 31.12.41 you detect the error. You 
inform your banker about the error and produce the counterfoil 
to him for the necessary rectification. 

For Speelmen paying-in-slip : (See page no. 46). 

Petty Cash Book: 

Every business house has to make some payments for which 
it is not possible to use cheques. Bus fare for instance, paym^ts 
made to a Cooly for delivery of goods, postage stamps and various 
other expenses are necessarily made by cash payments. 

It is obvious that if all these small payments were recorded 
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in the Cash Book, the Cash Book will become unwieldy and rather 
untidy. Therefore for such small expenditure the busin^sman 
keeps a separate book called the Petty Cash Book. 

As the name implies, the Petty Cash Book is a Cash Book main¬ 
tained for recording petty expenses. It is indeed a separate 
Cash Book kept for that purpose. Money is given to the 
petty cashier by transferring fund from the main Cash Book from 
time to ‘time for his disbursement. We have noticed in the 
Double Column Cash Book that when there is shortage of 
cash, cash is withdrawn from the Bank—the bank column 
is credited and the cash column debited. Now for the purpose 
of transferring funds to the petty cashier instead of debiting 
the cash column in the Cash Book, your petty cashier will debit 
the Petty Cash Book as he receives the fund. So the Cash Book 

is credited and Petty Cash Book debited. 

• • 

Dr. Cash Book Cr. 



It has been found convenient to keep a bigger sp^ for the 
credit side of the Pet±y Cash Boo^ in order to have all the ex¬ 
penses analysed according to the nature of the expenditure. 




u 
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We saw a sum of !l^s. 160 was handed over to the petty 
cashier on the 1.3^42. Next week when the petty cash requires 
further money a cheque is given for Rs. 130-11 which together 
with the balance in hand makes up the total of Rs, 160. With 
this amount the petty cashier starts his second week. This is 
called Imprest System. Under this system the petty cashier 
starts each period, a week or a fortnight or a month whatever 
it is, with the same amount. The advantage of this system is that 
the manager or the proprietor knows when he draws* the cheque 
how much was spent during the last period from petty cash. 
In the above example you will notice Rs. 130-11 was spent 
during the first week of March and this is the amount that is 
drawn for the next week. 

It is to be noted that for the credit entry in the main cash 
book we have the corresponding debit in the Petty Cash Book 
thereby completing the Double Entry. Now the credit entries 
in the Petty Cash Book require debit entry some where. How 
this is done we shall see later on. 

The Purchase Ledger : 

The trader finds it necessary to keep an account for every 
party from whom he purchases goods .on credit. Purchases and 
payments are made from time to time and if he did not keep a 
separate account for each party he would not know how much 
he owed a particular party at any moment. These accounts 
are kept in a book called the Purchase Ledger or the Bought 
Ledger. 

We have seen that all purchases are recorded in the first 
instance in the Purchase Day Book. You remember the 
Purchase Day Book is not a book of the Double Entry System— 
it is a subsidiary book. In that ^fou have a complete record 
of the purchases which you have to post in the Ledgers 
according to the Double Entry principle. Once on the debit side 
of some account and again on the credit side of some other 
account. The Double Entry, so far as the purchases are concerned 
starts with the materials provided by the Purchase Day Book. 

Example : 

X. Y. & Co, started business on the 1st of April 1942 During 
the month they made several credit purchases and entered these 
in the Bought Day Book .as ^own overleap. 

9 



Bought Day Book 









l^ger accounts are opened for each party. A separate 
page is reserved for each account. At the top of the page the 
name of the party is written. Pages, as usual, are serially num¬ 
bered. In book keeping pages are called Folio. In the Bought 
Day Book, BI^S means that the account of the Bengal Traders' 
Syndicate has been opened in page 3 of the Bought Bedger. 
Similarly Banerji Bros, account will be found in page 7 of the 
Ledger. The amounts are posted to the credit of the respective 
accounts. The Ledger account of the Bengal Tradexs' Syndicate 
is given below : 


Bengal Traders’ Syndicate, 

Netaji Subhas Road, 


3 Calcutta. 3 

Dr. Cr. 



1942 
lApnl 1 

20 | 


By Goods 


BUB 

”1 

BDB 


8,380 

5,500 


In the Ledger account there is a folio Column and BDB I 
in the account of the Bengal Traders’ Syndicate means that the 
items have been posted from page 1 of the Bought Day Book, 
It is obvious that without such cross reference the accounts will be 
in a hopeless muddle for one cannot find out wherefrom the 
items have been posted. Again for the sake of convenience an 
alphabetical index is kept at the beginning of the Ledger. So 
that whenevei you want to find out an account you can do so 
without wasting any time by just looking up the index. 

The items from the Bought Day Book are posted to the credit 
side of the respective accounts in the Bought Ledger. Bengal 
Traders’ S 3 rndicate for instance, parted with the benefit, there¬ 
fore, their account is credited. They have become if you like, 
the creditors. The creditor is one to whom something is due. 
The price is due to the Bengal Traders’ Syndicate for the good^ 
bought on credit. ' 

How by posting the items to the mredit side of the acc^untA 
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in the Bought Ledger only on part of the Double Entry i.e., the 
credit part, has been done. Therefore in order to complete the 
Double Entry you have to make corresponding entries on the 
debit side of some account. Now you ask yourself—all the 
creditors parted with the benefit and who or what account got 
the benefit. The answer is easy enough—The Purchase Account. 
As the Purchase Account is an impersonal account it is opened 
in the General or Nominal Ledger. 

You will appreciate that it is not at all essential to make a 
debit entry separately for each credit entry. It would do just 
as well if you added up all the credit entries made in the Bought 
Ledger for the purchases and then made a debit entry of the total 
figure. This would save lots of separate debit entries but at the . 
same time would complete the Double Entry. If you add the 
B.D.B. for a period, say a month as has been done in the example 
shown above, you get in one figure, the total of all the credit 
entries made during the period. When you post the figure 
Rs. 30,906 on the debit side of the Purchases Account in the 
Nominal Ledger you complete the Double Entry by one figure 
for all the credit entries for that period. 

While it is essential to know the exact position of the account 
of each supplier—this we get from the individual accounts in the 
Bought Ledger—we are, so far as the purchases are concerned, 
greatly interested to know what was the total purchases during 
the trading period. For we shall later on ask ourselves—what 
was our total purchases and how much we sold it for or to be more 
precise, what was the cost price of the goods we sold during the 
trading period. 

In the Nominal Ledger the account will be 


30 

Dr, 

*■ 1942 ' 

Apr.SOj 


To Goods 


BDB 

1 " 


Purchases 

30,90.>> 0 


30 

Cr. 



If you require more detailed informations you could keep 
the purchases accounts in the following way 

Purchases (Rice) Cr. 


Dr. 

1942 


Apr. 30 

To Good* 


A 


BDB 


11,950 






Purchases (Barley) 


Cr. 


Dr. 

19«3 j 

Apr. 30' To Ck>ods 


I 


BDB 

1 


9,930 


0 


0 





Purchases (Grain) 



Cr. 


Or alternatively the above three accounts could be combined 
into one in a columner form as given overleaf. 







Purcliases 














n 


The othei; eccotmts of the Bought Ledger are given below t 


Grain Suppliers Association. Calcutta 


1942 

Apr.30 To Cadi 



1942 

Apr.6 

By Goods 

27 

»» 99 



1942 

Apr. 18 ToBefeams 


Co-operative Stores, Howrah 


1942 

Apr.lO By Goods 





Banerjee Bros., AUpur 


By Goods 



4,520 


After purchases the question of payments com» in. Payment 
is transference of cash. Therefore whenever payment is made 
the Cash Book is credited and the respective party’s account 
is debited. The Cash Book has folio column for reference. 
You pay the Grain Suppliers Association Rs. 4000 on the 30 
April. Credit Cash JBook and debit the party. 

20 ’ ' , . 20 
Dr. Cash Book Cr. 



Grain Snpplis 
Assooiaiion 


By balancing a particular aocoimt you are in a position to 
find out at any time how mudi you owe the party. On the 
1st May there is a credit balance of Rs. 1600 in the account of 
the Grain Suppliers Association. 

the purchases are ^tered on the credit side of the indiyidual 
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parties’ account it is obvious that any goods returned to the 
supplier will be entered on the debit side of the account. (When 
goods are returned to him he gets the benefit.) The returns 
are in the first instance recorded in the Purhase Returns Book. 

The total of the Purchase Returns Book will necessarily be a 
credit entry in the Nominal I^edger. For this a Purchase Returns 
Account is opened. If the credit figure is set against the debit 
in the Purchases Account you get the total nett purchase of the 
period. 

Take the above example again. You returned to the Coopera¬ 
tive Stores goods worth Rs. 800 on the 18th April. 

In the Nominal Ledger. 


Dr. Purchases Account 


1942 

■ 



■ 

■ 





BDB 


I 

1 



Apr .30 

To Goods 

1 

.30,90ri 




i 



Dr. 


Purchase Returns Account 


Cr. 





1942 


BRB 






Apr.30 

By Returns 

~Q~ 

800 

0 










0 


The net purchase of the month 

Purchases .. Rs. 30,905 
Less Returns .. Rs. 800 


Rs. 30,105 .• 


For. the posting of the Return in the Bought Ledger see the 
account of the Cooperative Stores. 

Sundry Creditors: 

The total purchases from a party less the payments and less 
the returns, if any, is the balance you owe him at any time. The 
balance in each account of the Bought Ledger will be a credit 
bakuace unless you returned some goods after you have paid for 
it. In that case the party will owe you, the account will show a 
debit ^balance, If on a particular day you wanted to ascertain 







your total indebtedness on account of purchases aU you have 
to do is to balance all the accounts on that day and ascertain 
the total of these balances. This is done by taking down the 
balance of each account on a sheet of paper and adding these up. 
This is the liability of the business on that day to the Sundry 
(various) Creditor. 

The Sales Ledger: 

The Sales Day Book is also a subsidiary book as the purchase 
Day Book. As already mentioned the details of the Credit Sales 
are recorded in this book from the invoices in chronological 
order. These entries supply materials for postings in the debit 
and credit sides of the Ledger Account. 

The information you require as businessman are how much 
you sold to each pajrty, what payments you received and how 
much is owing to you by each party from time to time. There¬ 
fore you keep Ledger Account for each party as you did in 
case of the purchases. 

These accounts are kept in a separate book called the Sales 
Ledger. Accounts are opened for all the parties to whom goods 
are sold on credit. All the sales to a particular party are debited' 
to the account of that party—the party or in book keeping the 
account gets the benefit. All the items in the Sales Day Book 
find their way in one or other of the accounts in the Sales Ledger. 
To complete the double entry the total of the Day Book is posted 
to the credit of the Sales Account in the Nominal Ledger. You 
make as in the case of purchases, one entry in total to complete 
the double entry for all the debit entries in the Ledger for a given 
period. 

The Sales Returns: 

When a party returns some of the goods purchased by him that 
party's account is credited and the total of the Sales Returns 
Book is periodically debited to the Sqles Returns Account in the 
Nominal Ledger. 

Posting the payments: 

From time to time the businessman receives payments from 
the customers for goods supplied. As the payments are received 
the Cash Book is debited and the customer's account is credited. 

10 * • • 
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Sondry Debtors: 

By adding up the two sides of the accounts in the Sales 
Ledger you can find the balances on any particular day. 
These will be debit balances—^the parties are your debtors. If 
you take down the balance of all the accounts and add these up, 
this will give you in total the amount all the parties you owe. 
This is the Sundry Debtors figure. 


Exwnple: 

The Sales Day Book of the National Manufacturing Co. of 
Calcutta are given below ; 

20 20 


10 

May 

Invoice 

No. 

Paftaculan 

L.F. 

Amount 


Miy 1 

1231 

Calcutta Traders, Calcutta 

11 

■■nTM 

0 

0 

3 

1232 

Bombay Syndicate. Bombay 

13 


0 

0 

4 

1233 

Friends Society, Madras 

15 


0 

0 

6 

1234 

Calcutta Traders, Calcutta 

11 


0 

0 


1236 

J. Jones, Delhi 

17 


0 

0 

13 


Qopal Das, Calcutta 

19 


0 

0 

16 

1237 

Calcutta Traders, Calcutta 

11 

600 

0 

0 





12400 

0 

0 


NI,/17 


The other transactions for the period are 

1. Received payments from Calcutta Traders on 7th May 

Rs. 2600 

2. Calcutta Traders returned goods on 8th May—Rs. 800 

3. Received from Gopal Das on 14th May—Rs. 760 

4. Gopal Das returned goods on 16th May—Rs. 60 

6. Received from Bombay Syndicate on 14th May— 
Rs. 6000 . 

The Sales Ledgef Accounts. 

11 11 


Dr. Calcutta Traders, Calcutta Cr. 


10 






19' 






Mayl 

To Goods 

DB 

mm 


0 

May 7 

By Cash 

CB 






20 






60 




e 

, 9f 

20 



0 







16 

W *9 

20 




8 

„ Returns 

SR/1 









1 


„ Balance 

c/d 


1 

1 





i 

1 





1 

1 




















13 

Dr 


n 


13 



t ' I I ' II ' I I I I 

17 ■ - -- - 

Dr. J. Jones, Delhi __ __^ 


19 

May 10 

To gouda 

DB 

~20’ 

1,000 

0 

0 







19 

Dr. 



Gopal Das 


19 

Cr. 

19 


DB 1 



19 






May 13 

To Gootls 

20 

900 

0 

0 

May 16 

By Cash 

60 

750 

0 

0 







16 

„ llelutns 

SR/1 

60 

0 

0 


• 






„ Balance 

c/d 

100 

0 

0 



• 

900 

0 

0 

• 



900 

0 

0 


50 60 

Dr. * • Cash Book ^ Cr. 


19 






a 





May 7 

To Calcutta Traders 

11 

2,.100 

0 

0 






14 

„ Bombay Syndicate 

13 

6,000 

0 

0 






15 

„ Gopaldas 

19 

760 

0 

0 







The Nominal Ledger. 


17 IT 

Dr. Sales Account Cr* 







19 

MaylS 

By Sales 

1 ^ 

12,400 


» 







ili 

* 

1 









19 


Sales Returns Accounts 


Cr. 


^ T 

To Sales ' B.B. 

1 1 

1 1 



j 


Returns j 1 

i 

m 0* 0 

1 1 

: 



i 

1 

1 

1 

1 



Cash Sales—No personal Account: 

It is obvious that it will serve no useful purpose to keep 
Ledger accounts for customers when goods are sold on cash for 
the transactions are closed there and then by the payments. 
Entries for the Cash vSales therefore would be —debit Cash Book 
and credit the Cash Sales Account in the Nominal Ledger. • 

Nominal or the General Ledger : 

We already know some of the accounts of the Nominal Ledger. 
The Purchase Account, the vSales Account etc., are opened in the 
Nominal Ledger. There are of course various other accounts 
which are opened in the Nominal Ledger. Look up the Cash 
Book again. When postings have been made from the credit 
side of the Cash Book to the debit side of the Bought Ledger 
or the Cash Purchases Accjmnt in the Nominal Ledger you will 
find there are some items left in the credit side of the Cash Book 
still unposted. Similarly in the debit side of the Cash Book some 
items will remain unposted even after posting to the Credit Side 
of the vSales Ledger or the Cash Sales Account in the Nominal 
Ledger have been completed. The reason is simple. All pay¬ 
ments are not for purchases nor are all receipts on account of 
Sales. Every business house has various other transactions 
besides purchases and sales. Payments for Rent, Wages, 
Telephone for instance, are only some of the various classes of 
expenditures the trader has to make. In the same way there 
may be various receipts unconnected with sales—say rent, if 
part of the premises is sublet, interest on money lying at the 
bank and so on. That is t 9 say there are paymgents and receipts 
which mean losses and gains of the business. 

Accounts are opened for each class of transactions such as 
wages, rent etc., in the Nominal Ledger. All the pajTnents made 
on account of wages are debited to the Wages Account, for rent 
in the Rent Account and so on. Indeed all the payments of 
impersonal nature are debited to one or other of the accounts in 
the Jfominal Ledger according to the nature of the expenditure. 

I 
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All these variotis expenditures—^travelling, freight, commission 
for instance are really losses of the business and those appear on 
the debit side of the lycdger accounts. Similarly rent received, 
interest received are gains of the business and those find their 
places on the credit side of the I^edger Accounts, Remember 
this carefully—all losses are debit balances and all gains are credit 
balances. 

It is by no means an uncommon clerical error to leave some 
items unposted. It can soon be detected if you run your eyes 
through the folio column of the Cash Book for any unposted item 
will leave a gap there which is filled up only when the item is 
posted in the I^edger. 

A])art from such items which mean losses or gains to the busi¬ 
ness there will yet be others that will come through the Cash 
Book. These are the Assets and the Liabilities. The assets 
in simple terms means the properties and possessions of the 
business. Thus I^and and Building are assets. Plant and Machi¬ 
nery are assets. There are various kinds of assets. The trader 
has got to accpiire some assets for the purpose of running his 
business. It is ctear that j'ou cannotkeepan office without furni¬ 
ture and for a business of any size the t 3 'pewriting machine 
is essential, h'or the purpose of the business you may buy a 
motor car. In the Nominal Ledger accounts are opened for all the 
assets actpiired and the accounts are debited with the value 
of each asset. ' 

The liability is the reverse of the asset. Thus if yon take a 
loan of Rs. 5000 for running the business this loan is a lia¬ 
bility of the business. The Cash Book is debited and the Loan 
Account in the Nominal Ledger is credited. 

Let it be clearly understood that all assets and all losses 
appear on the debit side of the Nominal Ledger and all liabilities 
and all gains on the credit side. It 'may at this .stage appear a 
little puzzling that assets (properties) and losses are debit balances 
and that liabilities and gains are credit balances. As soon as 
you think how your Cash Book is affected the matter will be 
clear. If it means paying cash the corresponding cntr)r* will be 
debit and vice versa. This hint is given to act as a guide. Of course 
the Cash Book is not necessarily affected as soon as an asset is 
acquired or a loss (expenditure) is incurred. You may buy furni¬ 
ture but the payment may be deferred. But then some one has 
become your creditor whom you will pay at a later date. JJl you 



have not paid your last montli's rent the Rent Account has become 
debtor and the Landlord the Creditor. 

Guidance to posting : 

Correct posting is not always an easy matter. You must not 
do it mechanically. Before putting an item in a particular 
account you must clearly understand the nature of the transac¬ 
tion for otherwise there will always be the danger of some items 
being posted in the wrong account. Take an instance. You are 
a paper merchant. When you buy paper for selling this is your 
purchases. It is debited to the Purchases Account in the General 
Ledger. But when you buy some paper for your office use this 
should be debited to “Stationery Account” in the General Ledger. 
Or again if you forward your goods to the rauffosil by V. P. post 
instead of by railway the expenses are properly charged to the 
Freight Account in the General Ledger and not in the Postage 
Account though you buy postage stamp and stick those on the 
packet. The expenses of your lorry is “Carriage” the expenses 
of your motor car (used for busines.s) is Travelling expenses. 

These examples will have driven home to j’oif the importance 
of understanding the nature of each transaction for posting the 
same to the proper account, and without correct posting to the 
accounts you will not know how much you spent under each head. 

Petty Cash Posting : 

The debit entries in the Petty Cash Book come from the 
credit side of the Cash Book. The items ip the credit side of the 
Petty Cash Book must also be posted to the I^edger accounts 
in the same way as the credit items of the Qish Book. It is easy 
enough to appreciate that it^ would be a Very untidy job to try 
to post individually all these small and numerous items from 
the Petty Cash Book to the Nominal Ledger. The purpose is 
equally served by posting the total expenditures under different 
heads over a period say a week or a fortnight or a month. 
Columner form is used to facilitate analysis. 

There are occasions when pa 3 iTnents are made to the Bought 
Ledger parties from the Petty Cash. This does not happen 
frequently. In such cases the items are posted to the debit 
of the Bought Ledger individually, and the reference is kept in 
the folio column provided for this. This column is really like the 
credi| side of the Cash Book. Needless to say the total o|this 
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oolunm will not be posted again as that would mean posting the 
same amount twice. 

Xf you look up the example in page 84 you will End that the 
weekly totals have been posted to the debit of the respective 
accounts in the Nominal Ledger. In the last column one item 
has been posted in the Nominal Ledger and the other in the 
Bought Ledger. 

s 

Discount: 

Trade — 

We have seen specimen invoice at the time of writing up the 
Bought and vSales Day Book. The usual invoice is given below : 

{Specimen with discount) 


Invoice Form 


Invoice No. 
Date. 


The Indian Traders' Syndicate 

Calcutta 


To—Gadadhar Roy, Dinajpur 
Order No. Date 


Boxes 

Bottles 

Tins 

Description i 

1 

Kate 

B 

a 

P 

B 

a 

P 


12 Small 

1 


Syrup 

1/V- 

each 

1 

15 

0 

i 

0 






1 

1 ! 

1 

1 

1 

CSal. Gluconate 

2/4/. 

each 

2 

i 

4| 

0 





1 

j 



A 

. 

i 

! 

i 

1 

1 

i 

1 

1 

1 

j 




• 

1 


1 

1 

i 

1 






17 

4 

0 



t 





Less 

Discount 25% 


4 

5 

0 

12 

15 

0 










12 

15 

0 









■MV* 






Rupees tir^ve and aaiuw fifteen ondy* 






The items, quantity, rate and the total are easy enough 
to understand. What is the item “Less Discount 26%—Rs. 4-6. 

In business the manufacturer fixes the Selling price of his 
products. This is his price list price. But when he supplies the 
goods to a trader he charges something less than his price list 
price. This is expressed in percentage such as 6j, 12^%, 

20% etc. It means that the manufacturer charges the traders who 
buy his products for resale so much per cent less. This is called 
Trade Discount. The trade discount is the indication given by 
the manufacturer as to what profit the trader can make in dealing 
in his products. The trader of course will try to sell the goods 
at the manufacturer’s price list price. 

When you buy goods on which 12|% discount is allowed 
you pay Rs. 87/8/- for goods of which the gross price is Rs. 100. 
You will try to sell the goods at anything between your cost price 
and Rs. 100. 

Book keeping has nothing to do with trade discount. The 
trader enters in his Bought Day Book the nett price that is the 
price he shall have to pay (his cost price). The seller also enters 
the nett price in his Book for that is the amount he will receive. 
No record of trade discount is kept in the Books of Accounts. 

Cash Discount: 

There is another kind of Discount of w^hich record has got to 
be kept in the Books of Accounts. This is known as Cash 
Discount. Now let us see what this Cash Discount is. 

It was said that tlie major part of trade is done on credit 
system. That is to say payment is received after say 30, 60 or 
90 days or as may be arranged between the buyer and the seller. 
Again goods may be sold without any stipulation as to the time of 
payment. Payment in such cakes is generally made after the goods 
has been sold by the buyer in his turn. But whether there is 
understanding or not about the date of payment the seller does not 
always find it easy to realize his dues. But he cannot leave his 
money with his customer fot too long for he himself has to make 
payments to his suppliers and also has to meet various other 
expenses. Therefore in order to make his debtors pay quickly 
the seller offers him a little bait—he says “If you pay within 30 
days I will be prepared to accept 2J% less”. It means that if the 
debtor paid within the stipulated period he could settle the account 
„by paying 2J% less. Thus if the nett amount of the goods ^sold 



by A to B is Rs. 100 md. B takes tbe advantage of Cash Dlscotmt 
of 2j% be will pay Rs. 97/8/- and tbe account will be settled. 

It is obvious that if the account between A and B is setttedfot 
this particular sale by a payment of lesser amount i.e., Rs. 97/8/- 
in place of Rs. 100 this discount of Rs. 2/8/- has to be entered ia 
the Books 4n order to square up the account. 

B"s Account in A’s Book will be 

Dr. B Or, 



To Ooods 

• 

100 

0 

0 




• • 

, 100 

0 

0 



< 


1 

! 

“1 




By OaslT 
„ Discount 


97 

9 


2 

8 

0 

100 

0 

"o 


I 


In A’s Cash Book Rs. 97/8/- will be debited and in a separate 
column called the Discount Column of Rs. 2/8/- win be entered. 
For this purpose the'Cash Book is ruled in three columns (The 
treble column Cash Book) the inside column being used for the 
discount allowed. 




A's Ca^ Book 
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'^H^i^mtit lliiijig trotiM ^ t^ a **Discoisat Mowed 
id tile General ledger and debit "Rs. 2/S/- in that oocoi^ 
Bi&cQtmt Mowed 1$ e lo^ and it appears as a debit item 
ledger. \ 

In practice the Discount column in the Cash Book is addiCd 
up and the total transferred to the debit side of the Discouet 
Mowed account in the Nominal ledger. This is rather a tricky 
point for it comes from the debit side of the Cash Book as you 
have noticed above. You might wonder why a debit item 
(Discount allowed column in the Cash Book) is taken to the debit 
side of the Discount Mowed Account in the Nominal ledger. 

The answer is you are not making two debit entries (one in the 
Discount column in the Cash Book and one in the Discount 
Allowed Account in the Nominal lyedgei) for one credit entry 
in the Sale ledger (til this case in B’s Account). What you are 
in fact doing is that you are posting to the debit of Discount 
Allowed Account in total all the discounts allowed over a 
period. That is to say all discounts allowed—credit side of 
Sales ledger are posted to the debit in the Discount Mowed 
Account in one total. From the Discount Column *of the 
Cash Book it is transferred not posted. This column facilitates 
totalling up of the innumerable small items. 

You could instead of keeping a discount column in the Cash 
Book post each discount item individually to the debit of the 
Discount Mowed Account from the credit of the Sales ledger. 
You could for instance post discount allowed to B Hs. 2/8/^ 
direct to the Discount.Allowed Account instead of fitit enjtering 
it into the Cash Book. If discount was an item of frequent 
Occurrence individuahposting into the Nominal ledger (instead 
of in total) would make the Discount Allowed aepount too big. 
Discounts are therefore entered in the first instance in the column 
kept for it in the Cash Book in the same line in which the cash is 
entered. This has an advantage. It indicates against which 
payment the discount was allowed. 


mieoiiiit Ree^veA: 

» Discount Keceived is the reverse of Discount Allowed ie„ 
when you take advantage of the Cash Discount allowed by your 
supplier by maldn^ payment within the stipulated tim^. Dkh 
dsunt received is a gain. It appears on the credit sioie ol tie 
Received Adoouni In Ihe Nomina! l^slger^., ^ ^ 



Mes^. Ba^rjee Brothers of Calcutta. uuUle the fol[oiii^^^,'V 
transactions in the 1st week of April 1942. Write up thdr ^ 
Book and the Ledger Accounts. ^ 

1942 

April 1. Opening Balance Cash Rs. 160 
^ Bank Rs. 1200 

Received from Mr. A. Rahaman a customer Rs. 696 
by cheque 

Cash discount allowed in consideration of early pajmient 
Rs. 5/-. It is banked on the following day 
„ 2. Paid Messrs Paul & Sous the purchase price of furniture 

by cheque Rs. 390, Discount received Rs. 10 
„ 3. Received Cash from J. Jones Rs. 1170, allovrod him 

cash discount of Rs. 30 

„ 4. Paid Bengal Traders Corporation Rs. 990, Discount 

received Rs. 10. 

Sent to Bank Rs. 1200 

„ 6. Paid Messrs Ghose & Sons Rs. 269-8, receiving a 

cash discount of Rs. 6-8 

7. R«jeived from Messrs Dadha & Co. cheque for Rs. 494, 
allowed Discount of Rs. 6. Banked it on the same 
day. 
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Nominal Ledger 

27 

Dr. Discount Allowed Account 


liW2 . 

1 



April 7i To Hiindi K*' 

(’R7l 

tl 

0,0 


28 

Dr. Discount Received Account 

1 I, l»42 I 

'{ I April 7| By Snndnos 


CB7 


m 

Cr 


2 « 

Or. 


20 


In India Cash Discount is still an item of very little practical 
significance in the’ •business community. The businessman 
does not take much advantage of Cash Discount. In Kngland 
practically ever> jiayment is associated with some Cash Discount. 
The trader can, if he so wishes, make some profit by taking advan¬ 
tage of Cash Discount whenever offered by the supplier of goods. 
Whether or not he should take advantage of the Cash Discount 
would ()1 course deiieiid upon his cash position. Money earns 
some interest in the bank. If 1 pav' now how much do I save ? 
Will my cash position become too tight by payment now ? What 
othe payments T have to make in the near future ? Would I rather 
forego the discount in view of iity other commitments ? 

Against ]).iymeiits what realizations I anticipate during the 
next few days ^ Is thcjiay day near at hand ? These arc the sort 
of things the biivsinessman will think of when it is the question of 
making a little savijig by taking advantage of Cash Discount. 
If it is more advantageous to earn the discount he wrill certainly 
do it. 

In deciding how much Cash Discount to offer in order to induce 
the party to make prompt payment various points will be 
considered. If you are not hard up for cash you will naturally be 
unwilling to suffer loss in trying to realize payrheiits jiromptly. 
you would then offer a small or no Cash Discount, You can think 
of various circumstances when you would rather sacrifice a little 
to realise your money. 

Cash Discount is nothing but interest for the use or non-use 
of money. You are prepared to sacrifice something—when 
allowing Cash Discount, for the facility of using the money now 
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instead of getting it at a later date. If you take a temporary 
loan for the business think of the interest you would pay on the 
loan. When receiving discount you get interest for sacrificing 
the use of the money which you could keep in your business 
for some time longer. 

Money in the bank earns interest. Discount is a higher 
interest. One has to equate the advantages of earning or sacri¬ 
ficing this difference against one’s other requirements of cash 
at present or in the immediate future. 



Cliapter ni 
CAPITAL 

From Book Keeping point of view yon have to look npon yptuf 
business as something distinct from yourself. Although you 
may be the sole proprietor and everything in the business belongs 
to you yet in Book Keeping you and your business are separate. 
Your relationship with your business is expressed through Ledger 
Accounts. Thus if you start a business with Rs. 5000 the Books 
of Accounts will record it as if you gave Rs. 6000, to your business. 
Debit Cash Book with Rs. 5000, credit your personal account, or 
Proprietor’s Account or as is usual the Capital Account for this 
is the capital of the business. This accc*uiit is kept in the 
Nominal Ledger. You may bring various assets into the business. 
Supposing you bring in»Rs. 6000 cash and some furniture, tables, 
chairs etc. for the office valued at Rs. 75, you also bring two fans 
is you do not propose to buy new ones and value these at Rs. 126. 
You debit Cash Book with Rs. 5000 and credit Capital Account 
tvith like amount. Also debit Furniture Account with Rs. 76 and 
Rs. 126 being the value of the furniture and fans brought into the 
business and credit Capital Account with like amount. 




Dr. 


liumiture Account 


Cr. 











00 


You have thus introduced Rs. 5200 into your business which 
is the capital. You might say the business owes you Rs. 6200. 
The capital of the business appears on the;credit side of the Ledger 
as it is the liability of the business to the proprietor. If you took 
back everything i.e., cash Rs. 5000 and the furniture the transac¬ 
tions would be recorded as credit cash Rs. 5000, debit Capital 
Account, and credit h'uriiiture Account Rs. 200 and debit Capital 
Account with like amount 

What is capital —^The caj^ital of the business is the sum total 
of its assets. In the above example the sum total of the assets 
are cash Rs. 5000 and furniture Rs, 200, the Capital therefore 
is Rs. 5200. 

If there are some liabilities the Capital is the excess of the 
assets over the liabilities. This is reall}’ sajuiig the same thing 
that Capital is the sum total of the asset's! 

Supposing on the day of starting your business with cash 
Rs. 5000 and furniture worth Rs. 200, you buy a typewriting 
machine for Rs. 250 on credit from Underwood. The position 
of the business is 
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Cash Book 


To Capital 
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Furniture 


To Capital 
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Capital Account 


Cr. 


By cash 

* l< 

i f .5,000 

0! 

„ li'iimitiire 

j i' 200 

, 

0 


! 1 • 
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Underwood 


By Typ(»- 
vmting 
juachine 


Or Assets-—Cash 

Furniture .. 
Fail • 

Typewriting 

machine 


Rs. 5000 


$9 

9 » 


75 

125 


9 9 


250 







Plant and Machinery 



Dr. Underwood Cr. 
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i By Typewri- 




^ 1 


1 ting machine 

250 0 0 



1 

1 

1 


1 ' ’ 

1 



Or Assets—Cash 

Rs. 

2,000 

Furniture .. 

f > 

450 

Plant and 



Mechinery .. 


3,000 

f 

Rs. 

5,450 

Uess liability 



Underwood .. 

f > 

260 


Rs. 

6,200 


The excess of assets over liabilities is Rs. 5,200 which is the 
Capital of the concern. { 

Supposing the next morning you pay off underwood for the 
typewriting machine. The position becomes 



Book 


Cr. 


By Plant & 
Machinoty 
„ XTndarwood 
„ Balance 










i)r. Underwood Cr. 



The other accounts remain the same. 
Assets—Cash .. Rs. 1,760 

Furniture .. „ 460 

Plant and 

Machinery .. „ 3,000 


Rs. 5,200—which is the capital 

there being no liability. 

You may increase or decrease the capital by introducing 
further assets say cash or by withdrawing some. But in the 
normal course your capital in the business increases if you make 
profit but do not draw out the entire amount and it decreases if 
you sustain loss. 

At any time if you take down all the assets on the one side 
and all the liabilities on the other in a sheet of paper you can 
see at a glance the position of your business as at that time. 
(At a later stage this will turn out to be the most important docu¬ 
ment of the business—The Balance Sheet.) 

When you started the business :— 


Liabilities. Assets. 


Capital 

Rs. 6,200 

• 

Cash 

Furniture 

Rs. 5,000 
„ 200 


• • 

Rs. 6,200 

• * 

Rs. 6,200 

In the second instance it was: 



Liabilities. 

t 

Assets. 


Capital 

Creditors 

.. Rs. 6,200 
„ 260 

Cash 

Furniture 

Rs.’6,000 
„ 460 


Rs. 5,460 


Rs. 5,450 






Rs. r>,200 Rs. 5,200 

If you examine these statements -call these “*Statement of 
Affairs” these will tell you what shape or form the capital has 
taken or in other words how llie capital has been inv'^ested. 

Rerhajjs you have already noticed a very significant ])oint. 
We started with a ca])ita1 of Rs. 5200. We spent Rs. 3000 for 
plant and macliinery and Rs. 250 for typewriting machine 
obviously for the ])urposc f>f running the business. Our Cash 
diminished accordingly and yet we had our capital Rs. 5200 in 
tact. The natuie of the expenditure is .clearly different from 
such payments as rent, wages, telephone etc. The later payments 
will be in the nature of k)sses while the* plant and machinery^ 
and the typewriting machjiie are assets*. 

Ill other ivords in course of your business }*ou spent money 
in two different way.s—either for acquiring assets or for meeting 
expenses. In the first instance there is something you can show 
for the money spent, (tlje assets—cash has changed its form) 
whereas when you meet expenses such as rent, money is spent 
and gone, there is nothing tangible that you acquired. The assets 
are acquired for the purpose of carrying on the business the others 
are the necessary expenditures that you have to meet. Plant 
and machinery are your assets for you use them for imanufacturing 
things tliat you will sell. I^and and Building are assets for these 
will be used for the factory or office. . 
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Expenditures of a businessman can be classified in two wa3rs. 
Those that are essential for the purpose or object of the business. 
These are called Capital expenditure. 

Others are the Revenue expenditures that is those expenditures 
that are incidental to the running of the business. Salary and 
wages, lyighting and heating, Rent rates etc. aje good examples of 
Revenue expenditures. By capital expenditure total assets of 
the business are not redirced. It only changes its form. As we 
saw in the above example cash was spent but reallj’^ it 
remained in the business in another form —Plant and machinery. 
You could sell those and bring back yoiir cash. By revenue 
expenditure assets are reduced when you pay rent for instance. 

Prom what has been said it folkm’s that from Book Keeping 
point of view' it is a matter of ver\' great moment to be able to 
distinguish between Capital and Revenue Ivxpenditure and Capital 
and Revenue receipt’s. And it is not always an easy matter. 
You have to take into consideration tlie nature of the business 
and the object of the expenditure. What is a Capital expendi¬ 
ture in one kind of business may be revenue expenditure in another. 
If you purchase machinery for the purpose of your manufacture 
it is a capital expenditure. But if you are a dealer in machinery 
it is your stock-in-trade, revenue expenditure. vSimilarly furni¬ 
ture is your stock-in-trade in you are a dealer in furniture yet 
those furniture which you bought for the purpose of equipping your 
bussiness premises is capital expenditure. Motor car—capital 
expenditure when used for the business but revenue expenditure 
for a motor car dealer. 

While it will not be difficult to recognize most of the expendi¬ 
tures as to whether they are of capital or revenue nature some 
may raise very gr^t doubts in one's mind. When in doubt 
ask yourself if the expenditure is for productive .purpose—if so 
it is a capital expenditure. Nature of the business and object 
of the expenditure are the determining factors. 

W'^ere the assets acquired for the purpose of earning income or 
for increasing the earning capacity of the business—if so it is a 
capital expenditure. 

All expenditures incurred for maintaining the earningcapacity 
of the business such as repairs, renewals etc. or for the purpose 
of carrying on the business such as rent, wages etc. are revenue 
expenditures. 

A fairly comprehensive list of items of Capital and Revenue 
Ex^nditure is given below. The list does not claim t)e 
exhaustive. 



EXPENDITURE REVENUE EXPENDITURE 
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Appofttonineiit ]Mween Capital and Revenua : 

When expenses are incurred for alteration, improvement, or 
extension of building or plant it sometimes becomes nece^ary to 
make an apportionment, that is to charge so much to capital 
and so much to revenue. It may be unwise to capitalise the whole 
of the expenses for this may not be represented by the enhanced 
value of the assets. Although money has been spent assets should 
not appear in the books at a figure higher than its real value. 

Supposing the asset appeared in the Book at Rs. 20,000, 
yoii spend Rs. 10,000 on it for improvement. vSupposing the 
improved asset has now acijuired a value of Rs. 27,000,then charge 
Rs. 7000 to capital—the asset will then appear in the Books at 
Rs. 27,000, andwTite off i.e,, charge to Revenue Rs. UOOO. In 
some cases if the charge on the Revenue for that year seems too 
heavy the amount may be written off over 2, 4, or 6 years. 

Capital and Revenue Receipts : 

Any receipt by way of cai)ital from the proprietor,'partner 
or shareholder is Capital Receipt. Also l<>an and sale proceeds 
of any assets. 

All income that is jjrofit on sale, conimis.sion earned, discount 
received, interest earned etc, are Revenue Receipts. 


Nature of assets : 

Assets may be of various nature.—(a) Fixed Assets, (b) 
Floating Assets, (c) I^iquid Assets, (d) Wasting Assets, and (e) 
Fictitious Assets. , 

Take a very simple instance. This is the position of a business 
as at 31.12.41. • 


Liabilities. 


V 

Assets. 


Capital 


Rs. 30,000 


i 

i Preliminary 
j Expenses 
I Lease 
j Plant and 
i Machinery 
I Stock 
! Cash 


Rs. 500 
„ 3,000 

„ 10,000 
,. 12,500 
4,000 



Rs. 30,000 


Rs. 30f000 

mmrnmmmmmmm 
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(a) Plant and Machinery is the Fixed Asset. This helps the 
business to be carried on and is maintained permanently for that 
purpose. 

(b) Floating Asset is that asset which is held temporarily 
for resale i.e., subsequent conversion into cash. Stock in the 
above example is floating asset. 

(c) Liquid Assets are those that are readily available i.e., 
cash. Other instances are Bills, receivable securities such as 
Government Papers. 

(d) Wasting Assets are those Fixed Assets which waste 
away or disappear through lapse of time or through working. 
I/case in the above example is Wasting Asset. Other instances 
are mines and quarries that are exhausted through working. 

(e) Such expenditures which arc capitalised though no 
tangible assets have been acquired arc luctitious Assets. Preli¬ 
minary Ivxpeiises are an instance of Fictitious Assets. 

Trading Capital of a concern is that portion of its fund which 
is represented by fixed and floating assets. 

Fixed Capital is represented by the fixed assets. 

Circuiating or Floating Capital is that portion of the fund 
which is represented by floating as.sets. 

Working Capital —The amount left over after expenditure 
for acquiring fixed assets and preliminary expenses is called the 
Working Capital. , 

Question of capitalisation —How much capital you require 
for a particular venture and how you are going to invest in various 
forms of assets is a c[uestion of very gieat importance. Your 
capital is Rs. 30,000. vSupposing your investments were as below : 

Liabilities. Assets. 

Capital Rs. 30.000 Preliminary 


Expenses 

Rs. 500 

Lease 

„ 3,000' 

Building 

„ 15,000 

Plant and 


Machinery 

„ 10,000 

Cash 

„ 1,500 


Rs. 30,000 


Rs. 30,000 1 



You have your assets all right but can you ran'the business ?. 
After investting in fixed assets Rs. 28,500 you are left with mere 
Rs. 1,600 as Working Capital. You have to purchase raw 
materialSi then pay wages for working those up. There are also 
some other expenditures that you have to meet. Also remember 
it always takes some time to realize your money after you 
have sold your goods. 

You cannot keep your factory idle for that will mean loss. 

Many business houses have been knowm to cpme to grief 
for want of Woiking Capital. At the same time over capitaliza¬ 
tion will not do. It wall be a bad policy to bring into business 
too much money which lies idle in the bank or which is invested 
in unnecessarily big stock. 

Capital requirement of industrial enterprise depends upon 
the nature of the business and the size aimed at. You want 
adequate capital but* ftot too much. Maximum utilization of 
minimum capital would guide the financial side of the business. 

Journal: 

As you know the Sales Day Book and the Purchase Day Book 
are not really books of accounts in the sense the Ledger is. The 
latter is part of the double entry s^’^stem while the Day Books are 
books of prime entry. Records of certain transactions are made 
therein in the first instance and then go into the Book Keeping 
system under double entry principles. 

Similarly there is another book which is also a book of prime 
entry called the Journal. Originally the Journal or tht. Daily 
Record Book was used for copying transactions in order of date. 
Theentries as they were copied recorded both the aspects of double 
entry by classifying them into Dr. and Cr. in order to facilitate 
their recording in the’Xycdgers. , 

But the system of copying all transactions in the Journal 
was soon found to be unnecessary and involved wastage of 
time and labour. In modem Book Keeping system therefore 
the Journal has been broken up. Fjor credit sales and credit 
purchase separate subsidiary books— the Sales Day Book and the 
Purchase Day Book are kept. These are also quite rightly oalled 
the Sales Journal and the Purchase Journal. Then for the sake 
of convenience all cash transactions are recorded in the Cash 
Book. The Cash Book is therefore a Journal as well as a Ledger. 

After the .major part of the transactions have been taken 
out to«be entered in the Cash Book and in the subsidiary books 
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you will see that there is hardly any transactions IdH: to be eaiter- 
ed in tlie Journal. That is exactly the position of the 
Journal in the modem Book Keeping system. Only those 
transactions which cannot be conveniently entered into any of the 
other books in the first instance now come through the Journal. 

It has been said that transactions are copied in the Journal 
in classified form of Debit and Credit recording both the aspects. 
If on the Jst January you bought goods worth Rs. 100 from X, 
in the old method you would record. 


JaxL 1 


Goods Account 

T»r. 


100 

0 

0 




ToX 






100 

0 

0 

lieing Goods Purchased. 

1 ' 

1 

i 








Then you would do the posting to goods account Rs. 100 
in the Debit side and to X’s account Rs. 100 in the credit side. 
For reference a folio column is kept. 

Similarly if you sold goods to Y on the 2nd of January for 
Rs. 100 the entries in the Journal would be 


an. 2 

Y. 

To Sales Account 

Dr. 

1 

1 

100 

0 

0 

100 

0 


Being goods sold. 


1 

1 



1 

I 

1 




Posting to the lycdgers is easy enough. Debit Y's account 
with Rs. 100 and credit Sales Account with like amount. 

You will observe how transactions are classified into Debit 
and Credit and copied in the Journal. Which account is to be 
debited and which account to be credited ai^. clearly stated there¬ 
in. Not only that record of every transaction is followed by a 
brief statement called the Narration which tells you what the 
transaction is. 

But these days the Journal is of no use for recording the sort 
of transactions given above. Entries would be made in the Sales 
Day Book and the Bought Day Book and postings would be made 
from there—debiting or crediting personal ledgers and crediting 
or debiting the General Ledger in total. 

Although the major part of the transactions can be entered 
straight or through these subsidiary books and are in fact done 
so there may still be some transactions which cannot conveniently 
be entered without the help of the Journal. , 






Your Debtor X suddenly dies and there is no chance ol your 
realising the sum of Rs. 100 he owed you. This becomes a Bad 
Debt and you decide to write off that amount from j-our book. 
This is a transaction which you cannot record without the help 
of the Journal. 


Bad Debt Acconnt Dr 


1 

, 1(M> 0 0 



ToX 


: ' , 

100 

0 

Being Bad Debt wntten o£F 


1 ' 




Then you debit Bad Debt Account and credit X. X's Account 
is thus eliminated 

Take again the question of Depreciation Your Plant and 
Machinery uhicli cost you Rs. 10,000 will last, let us say 20 years. 
After a year’s woikiug the book value should be reduced by one 
twentieth This transaction also you cannot record without 
the help of the Journal The Journal entry would be 


Dt preciation Ar (ount Dr 

'l 6001 0 0 


To Plant and Machinery 


j 500 

0 

Being dopieciation @ 6% per annum 


1 1 

' 1 1 

1 1 



The lyedger entries are then made from the Journal. Debit 
Depreciation Account and credit Plant and Machineiy’' 4ccount. 

The Journal is al^o used for rectification of error., in the 
Books. You sold goods for Rs 100 to X but wrongly debited 
Y's account On distovering the error a Journal entry is passed 
for rectification. * ‘ 


X Dr. 


100 o' 0 

1 

To Y 


1 

loo 0 

Being transfer of amoxmt wrongly debited to Y 

« 
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Crossing through or erasure of figures once enteied is 
absolutely forbidden. Rectification should be done by Journalizing. 

You will learn from experience that all sorts of transactions 
crop up in business for which it h convenient to use the Journal 
in the first instance. 
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In actual practice the degree to which the Journal is used 
now-a-days by the traders vary considerably. Some business 
houses liave given up the use of the Journal altogether. The sort 
of transaction shown above are just recorded in the two ledger 
accounts concerned. Thus when writing off Bad Debts, iniitead 
of Journalizing tliey just debit Bad Debt Account and credit the 
party. Depreciation is written off by debiting Depreciation 
Account and crediting the assets concerned. But such practice 
cannot be viewed with favour. To begin with you miss the 
narration and there is always the risk of making only one entry 
forgetting the other. Besides you do not know how the 
transaction originated. The Journal should not be neglected to 
the point of complete elimination although it is possible to manage 
without it. 

There is one respect however in which the Journal is almost 
indispensable. When you start your bdsiuess the opening 
entries in the Books must come through the Journal. Thus if 
you start your business with Rs, 5,000 cash and Rs, 250 worth 
of furniture brought in, you open your books of Accounts through 
Journal entries as follows : 


Ca»h Dr. 


.'>000 0 

0 



To Capital 

Being amount brought in to start the businoss. 


' 

1 


6000 

0 


ario: o o!l 

2.5o; 0 0 
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Or better still, you could "do it in the following way: 


Sundries JDr. 

i 

!■' 





Cash 


. .6000 

0 

0 

■ 


Furniture * 


! 250 

0 

0 

} 


To Capita) 


1 



i 5250 

0| 0 

Being cash and fumituro brought in to start 


1 




business. 


I 

1 

1 





Sundries Dr. means various accounts debtor. In this case 
cash and the Furniture Account debtors. 

Fjom the Journal entries you debit the Cash Book and. the 


Furnit-iiro Account J>r. 

To (’iipLtat 

Being furniture brought into tho btiHinoss. 



Furniture Account and credit Capital Account. Now your Books 
are opened and you proceed to make necessary entries as you do 
business. 

The Journal is essential in another important respect. Every 
business house closes their Books at the end of the financial 
year to ascertain the result of the year’s trading by preparing 
what is called the Trading Account and the Profit and lyoss 
Account. The Accounts are closed through the Journal by trans¬ 
ferring the balances of the accounts to the Trading Account or the 
Profit and Loss Account. What are the Trading and the Profit 
and Loss Accounts and how the Ledger Accounts are closed by 
transferring the balances through Journal entries will be taken 
up at a later stage. But remember here that for the purpose 
of closing the accounts the use of the Journal is indispensable. 

Some business houses still consider the Journal as all 
important. They cohcede it the position it once occupied and 
J ournalize every transactions while others neglect it altogether 
and think it is useless. They would make all transfers, rectifica¬ 
tion etc. direct from one account to the other. None of these 
two extremes can be supported. The Journal has still its part 
to play and at proper occasions it should be used. 

Practice in Journalizing helps the student in understanding 
the debit and credit aspects of each transaction. 

The Trial Balance : 

We have observed that in double entry book keeping ^stem 
there is a debit entry for each credit entry and vice '.ersa. It 
follows that the total gf all the debit entries in all the Ledger ac¬ 
counts would be equal to the total of all the credit entries at any 
time. The balance of an account is the excess of one side over 
the other—equal amoiint being thrown out from.both the sides. 
Therefore if you took all the debit balances of all the accounts 
including the vash and bank balance on one side and all the credit 
balances on the other side the total of both the sides would be 
equal. This is called the Trial Balance. A trial balance is the 
schedule of all the balances of the ledger accounts including the 
cash and the bank balance—the debit balances on the debit side 
and the credit balances on the credit side—^taken on a parti¬ 
cular day. We say—Trial Balance as at 31st December or 
31st March or as at any other day as the case may be. The 
Trial Balance is prepared in order to be satisfied that the boo^ 
are ^rifna facie correct, , , 
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Chapter IV 

ANNUAL ACCOUNTS 

Business is an enterprise for profit. The books of accounts 
only keep faithful record of all the transactions. The accounts 
tell the story of transactions with a particular party or of a 
particular nature. But the trader is interested to know the result 
of the trading that is to say he wants to know whether he has made 
profit and how much or whether he has sustained loss and the 
eTrtent of it. Tie is also interested to see in a summarized form 
his exact position i.e,, all his assets and all his liabilities as they 
are on the closing day of his financial year. 

These are obviously informations vital for any businessman. 
You cannot prt)cecd like a blindnian without knowing whether 
you are tnakiiig profit or suffering loss. If you find that you have 
suffered loss vou at once proceed to investigate the cause and 
find out the means of checking it. Success will de])cnd upon 
your removing the cause of the loss and introducing the elements 
of profit, hvveii if the business is making profit it is .still necessary 
for the trader to aim at further efficiency. Besides by comparing 
the results of successive periods you can learn whether you are 
marching towards prosperity or drifting towards ruin. All these 
informations are obtained from intelligent study of what is known 
as the Trading Account, the Profit and I.,oss Account and the 
most important document the Balance Sheet. These are 
usually prepared once a year. 

For prejiaring the final accounts that is to say the Trading 
Account, the Profit and Loss Account and tlie Balance Sheet, 
the Trial Balance is first prepared. It is convenient to prepare 
the accounts from the summary of the^ fvedger balances (the 
Trial Balance). 

The Trading Account: 

The trading account as the name implies is prepared to ascer¬ 
tain the result of the trading. By the word trading is meant the 
result of purchases and sales. The trader purchases goods and 
sells those at a higher price—the margin is his profit. This is 
the Gross Profit; the difference between the cost price and 
the selling price. If he made bad purchases and had to sell his 
goods at prices lower than his cost price he suffers a loss in the 
trading. This-is called Gross Loss. j,. 
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Supposing Mr. X's total purchase of the year is Rs. IS,000 
and he sold the whole lot during the year for Rs. 20,000, he makes 
a gross profit of Rs. 6,000. I^et us put it in the following way : 

Purchase .. Rs. 15,000 | Sales .. Rs. 20,000 

Gross Profit .. „ 6,000 ' 

Rs. 20,000 I Rs. 20,000 


But in the business there are various expenses. There is for 
instance, the cost of administration or management such as 
salary and other office ex])enses, the cost of distribution 
such as commission or carriage outu ard to meni ion only a few. 
It is obvious that all such exi)enbos have to be charged on the 
business, that is, havc’tb be deducted from the gross profit —before 
you can arrive at tlie net profit For ascertaining the net result 
of the trading of the period net profit or net loss a sejiarate 
account is prepared called the I’rofit and Foss Account, We shall 
take up the Profit and Foss Account in detail later on. Just 
notice here that if the total of all the expenses of the period for 
running the business such as salary, rent, postage, light, fan, 
telephone etc., come to Rs. 6,000, the net profit w'ould be Rs. 6,000 
less Rs. 3,000 i.e., Rs. 2,000. 

Profit and Foss Account 

I 

To Expenses Rs. *3,000 'I By Gross Profit Rs. 6,000 

Net Profit 2,000 > 

— |i - 

Rs. 5,000 ' • * Rs. 6,000 


You would have arrived at the same result if instead of 
preparing in two sections you prepare^ a combined Trading and 
Profit and Foss account as such 


To Purchases 

Rs. 

16,000 

By Sales .. Rs. 

20,000 

Expenses 

»» 

3,000 



Net Profit 

>» 

2,000 



-1_ 

Rs. 20,000 

Rs. 

2o,y)o 




14 
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This is sometimes done but such practice cannot be supported, 
it withholds instead of disclosing some vital informations. It is 
a matter of great interest to the trader to know the result of bis 
trading i.e., his purchase and sales. The Trading Account will 
show him if he is making purchases efficiently or not. He could 
even discover if fictitious purchases have been included or if goods 
are being stolen. Before we go into the deep significances of 
the Trading Account let us understand the full details of it. 

We took a very simple instance when we assumed that Mr. 
X sold the entire lot purchased during the year. You will see that 
since business is not a single venture but continues from year to 
year some stock always remains in hand at the time of preparing 
the Trading Account. This is the stock-in-hand at the close of 
the financial period—comiiionly called the closing stock. It 
follows that this closing stock becomes the opening stock of 
the next financial year. At the end of the day’s trading on the 
closing day of the financial 3'car a list is pre]^arcd of all the goods 
that were purchased for resale then lying in stock. This is stock 
taking. The value of the stock in hand is then ascertained at 
cost price. 

I^et us suppose that Mr. X has in hand on the 31st December 
stock of goods worth Rs. 2,000 at cost price. The position then 
is this. His total purchase was Rs. 15,000. He has stock left 
over worth Rs. 2,000. So he sold for Rs. 20,000 the goods that 
cost him Rs. 13,000. The difference between the sale proceeds 
and the cost of the goods sold i.e., Rs. 7,000 was his gross profit. 


Purchases 
Less closing stock 

Cost of goods sold 
Gross profit 


Rs. 15,000 i Sales 

2,000 ;! 


13,000 
• 7,000 


Rs. 20,000 


Rsr20,b00 


Rs. 20,000 


Or better still arid thiS is the usual method of preparing the 
Trading Account. 


Rs. 15,000 i vSales Rs. 20,000 

7,000 I Stock Rs. 2,000 

_ •! _____ 

R^ 22,000 '__ __Rs. ^2,000 


Purchases 
Gross Profit 
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It was said that the dosing stock is valued at cost price. 
The reason is obvious. Unless you value the closing stock at 
cost price you cannot ascertain the cost of the good.« sold, and it 
is the cost of the goods sold against the sale proceeds that brings 
out the gross profit. 

You might argue that you expect to sell the closing stock 
during the next financial year for Rs. .3,500 and therefore you 
would value the stock at that figure. This would give you the 
gross profit as 


Purchases Rs. 15,000 
Gross Profit 8,500 


Rs. 2,3,500 


Sales .. Rs. 20,000 
Stock .. 3,600 


Rs. 23,500 


This would be clearly uTong for the goods have not as yet 
been sold. Profit is not earned b}" buying alone. It has to be sold 
at a higher price before the profit is earned. Therefore the clos¬ 
ing stock should never be valued at above the cost price. 

Again, it is possible that the market price of the goods on the 
da^r when the accounts are prepared may be lower than the cost 
price. That is to say, if you wanted to buy the goods now (the 
goods you have in stock on the 31st December) you could get those 
for say Rs. 1,500. The goods you have in stock "which cost you 
Rs. 2,000 can now* be purchased for Rs. 1,500. If you had not 
purchased those particular goods during the year and 

instead had bought those on say 1 January 1940 you would 
have saved Rs. 500. In other words in purchases you have 
lost Rs. 500 and that was done in the year 1939. Therefore 
it is only proper that tke year 1939 should bear the loss. Unless 
it was due to purely temporary flucthafioi? in price, the closing 
stock should be valued at Rs. 1,500. The trading result will 
then be 


Purchases Rs. 15,000 i| Salas 

Gross Profit Rs. 6,600 jj Stock 


Rs. 20,000 
Rs. 1,500 


Rs. 21,500 


Rs. 21,500 


The Gross Profit which would have been Rs. 7,000 now comes 
out as Rs. 6,500 due to the replacement cost of the closing stock 
falling* by Rs. 500. 
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The accepted formula for the valuation of the dosing stock 
is—cost price or market price whichever is the lower. If the 
present market price is higher—ignore it. If it is lower—^value 
the closing stock at the market ])rice. By market price is meant 
the replacement ])rice i.e., the ])rice at which similar goods can be 
bought now. 

When on the subject of valuation of the closing stock we 
might just as well note that apart from the possibility ot the 
cost price of the stock vatyingi c., moving up w’ards or downwards 
there arc all sorts of oth(‘r possibilities as well. Your 
stock might have dcterioiated in your hands. Some of them 
might be damaged who has not seen occasional sales of shop 
soiled goods at very much ieduced price? A customer will 
naturally not buy an article which has been damaged. He 
may be induced by offering a reduction It may be necessary for 
the trader to mark down the price below the cost price in order 
to get rid of the stock. It may be better business for him to sell 
out the damaged .stock even at a loss - since there is no prospect 
of avoiding the loss -and buy fresh goods Whatever policy he 
eventually adopts it is clear tliat if the stock in hand has suffered 
deterioration it will be necessary to take account of that at the 
time of the valuation of the closing stock. 

In fashionable trade it often happens that the fashion has 
changed bcfoie the trader has been able to sell out his stock. 
It is not an eas}' matter to persuade a customer to buy a thing 
which has gone t)ut of fashion A reduction may be necessary. 
Here again, if such stock are lying in hand at the time of stock 
taking it will be tiecissary to make allowance for this in the 
valuation. 

There are various other possibilities. Bu|t it must be clear from 
what has been said that tlie valuation of the closing stock is by 
no means an automatic process. It takes the trader’s skill and 
judgment in deciding wdiat value he should put to the various 
items of his closing stock. 

The following illustration will drive home the very great 
significance of the correct valuation of the closing stock. 

Purchases .. Rs. 25,000 

Sales .. „ 45,000 

a. Closing stock—at cost price—Rs. 6,000 

b. Price has fallen—^replacement price Rs. 4,000 

X:* Price has gone up—^replacement price Rs. 6,000 ' 



(d) Stock has deteriorated—^possible to sfeUthe closing stock 
at Rs. 2,000. 


Trading Accounts : 


a. Closing Stock Valued at Rs. 6,000. 


Purchases .. Rs. 25,000 ! Sales .. Rs 45,000 

Gr. Profit .. „ 25,000 Stock .. „ 5,000 


Rs. 50,000 


Rs. 50,000 


b. Closing Stock Valued at Rs. 4,000. 


Purchases 
Gr. Profit 


Rs. 25,000 
I?s! 24,000 


j Sales 
1 Stock 


Rs. 45,000 
„ 4,000 


Rs. 49,000 


Rs. 49,000 


c. Closing Stock Valued at Rs. 6,000. 


Purchases 
Gr. Profit 


Rs. 25,000 
„ 26.000 


Sales 

Stock 


Rs. 45,000 

„ 6,000 


• R^ 5j_,000 


Rs. 51,000 


d. Closing Stock Valued at Rs. 2,000. 


Purchases 
Gr. Profit 


l^s. 25,000 Sales 
•,. 22,000 j Stock 

Rs. 47,000 i 


Rs. 45,000 
Rs. 2,000 

Rs. 47,000 


In the four Trading Accounts shown above the trader has 
the same articles in stock. This is a*definite fact and the actual 
cost is also definite. Nevertheless under different circumstances 
different Gross Profit is ^own. The Gross Profit and consequently 
the Nett Profit varies according to the method adopted for the 
valuation of the closing stock. We are interested in the ascer¬ 
tainment of the correct result of the trading. Here the question 
of and judgment comes in. 



Tliere is the possibility in certain cases of deliberately 
inflating or deflating i.e.,overvaluing or undervaluing the closing 
stock. If your manager’s remuneration say salary and commi¬ 
ssion depend upon the profit it is obviously to his interest to show 
an inflated profit and the overvaluation of the closing stock is a 
very convenient method of doing that. Again, there is the 
businessman whose interest it is to make out that the business 
is not profitable at all— he may be secretly thinking of buying 
out other people’s intere.st in the business. He will probably 
do so by undervaluing the closing stock. 

If the manipulation of the stock figure helps certain busi¬ 
nessman to achieve certain object in view it certainly defeats 
the main purpose of accounting by vitiating the result of the 
year’s trading. Therefore very special care should be taken in 
valuing the ckxsing stock. Let it be rcijeate^i—the closing stock 
should never be valued above the cost price. If the market 
price has fallen—value it at the replacement price unless it is the 
case of purely temporary fluctuation. If the stock has suffered 
deterioration the year’s trading should take account of that— 
value the stock accordingly. 

Opening stock : 

Business enteri)rise is a continuous process, it does not end 
at the end of the financial year. Therefore the closing stock of 
one year becomes the opening stock of the next. The next 
financial year starts with the stock that is carried over to which 
the 3 'ear’s purchases are added. Again at the end of the year 
some goods remain unsold to be carried over to the following 
year. « 

Whenever there is some pr(>ccssof manufacture to be done, that 
is to say except in the cases of concerns engaged purely in buying 
and selling, the stock at any moment will consist of raw materials, 
finished products and partly finished products or what in some 
cases may be called the “Work-in-progress”. The question of 
valuation then becomes somewhat complicated. As for the raw 
materials the rule is as has been explained above. As for tdie 
finished and partly finished stock the rule is—the material 
cost plus what has been spent directly on it in order to bring it to 
the present state. Thus the wages and other expenses 
that went into the making of it should be added to the material 
cost., 
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The Trading Account, it was said, is concerned with the cost 
of the goods sold and the sales. Now there can-be various items 
which form part of the cost of the goods sold. We are not 
thinking now of the expenses of administration such as salary 
and other office expenses, cost of distribution such as advertise¬ 
ment and commission paid to the salesman etc. For the purpose 
of the Trading Account we are concerned only wdth the cost of the 
goods. 


Wages : 

When a manufacturer pays w'^ages to his workmen for working 
up the raw materials into finished goods, such expenses are 
cost of the goods. This item added to the materials used gives 
the cost of the goods sold. 


Coal, Gas, Electricity : 

When coal, gas or electricity (power) is used in the factory, 
this is production cost and is therefore a Trading Account item. 
Here is an instance. 


Purchases 

Wages 

Coal 

Gross profit 


Rs. 15,000 li Sales 
,, 2,000 Stock 

„ 1,000 1 
„ 14,000 ! 

li 


Rs. 32,000 


Rs. 28,000 
» 4,000 


Rs. 32,000 


Carriage : (carriage inward) 

It often happens^ that when you purchase goods the seller 
does not allow free delivery, that is to say any expense for bring¬ 
ing the goods to your factory or workshop is to be home by you. 
You buy goods worth Rs.5000 and you spend Rs. 150 for bringing 
the goods to your Factory. You will realize, as soon as you think 
about it that this Rs. 160 spent for carriage inward is really part 
of the cost of the goods. For if the teller gave you free delivery 
he would have added the cost of carriage to his selling price in 
order to cover the loss. In business there are two ways of quoting 
the price. One is the ex-godowm price i.e., when the buyer has 
to bear the cost of transporting the goods from the seller’s godown 
to his own premises. The other is the free delivery price. In 
this case the seller delivers the goods to the buyer's premise^ 
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free nf cost. In the latter case of course he will quote so much 
higher in order to cover the cost of transport. It is clear there¬ 
fore that when the buyer brings the goods at his owm expenses, 
the Carriage Inward forms part of the cost of the goods. It is 
therefore a Trading Account item. 

Freight: 

This is also cost of transport. The term is used to denote 
conveyance of goods by sea, where as carriage means conveyance 
of goods overland. Freight for bringing the goods is debited 
to the Trading Account. 

Duty : 

When goods are imported into a country, duty is levied on 
the goods. This is called custom’s duty. There is also what is 
called excise duty i.e,, duty imjwsed on goods produced in the 
couiitiy. Dut}’ is part of the cost of the goods in res])ect of 
which it is paid and is therefore debited to the Trading Account. 

• 

Dock Charges : 

When ships enter or leave the dock toll is levied on the 
•ship and her cargo. Dock charges therefore form part of the 
cost of the goods coming in. It is to be debited to the Trading 
Account. 

Insurance : 

Risk of loss in transit is covered by insurance. The insurance 
charge is therefore part of the cost of the goods. 

Manufacturing Expenses : 

There may be various expenses incurred in connection with 
the manufacture of the goods depending upon the nature of the. 
trade. AH materials and all labour that go directly into the 
manufacture of the articles and all other expenses necessarily 
incurred for bringing the goods into saleable, condition are to 
be debited to Ihe Trading Account. The test is—^Is this mate¬ 
rial going into the make up of the finished articles, (direct 
materinl) ? Is this material necessarily consumed in the process 
of manufacture-“(indirect material such as engine oil) ? Is this 
expense necessarily incurred for the production—(power-gas, 
.veiectricty etc. fuel—coal etc.)? In all cases where the answer is 
iu the affirmative it should be debited to the Trading Account. 



PROFIT AND LOSS ACCOUNT 


After the Trading Account has been prepared we then proceed 
jn to prepare the Profit and Loss Account in order to ascer¬ 
tain the nett result of the year’s trading. The netife^ profit can be 
ascertained only after setting all the expenses or losses of the 
jrear against all the income or gains. The Profit and Loss 
Account is the account into which all the gains and losses are 
collected. P'or that purpose the Gross Profit from the Trading 
Account is brought down to the credit of the Profit and loss 
Accounts to which all the expenses or losses of the year are 
Sebited. Here is a simple illustration. The following are the 
igures in theTrial Balance of the Trader’s Syndicate as at 31st 
December. 

stock on 1 January Rs, 1,500, Sales Rs. 25,000, Coal Rs. 600 
Purchases Rs. 5,000, Salary Rs. 3,600, Rent Rs. 900, Wages 
iis. 4,000, Carriage iiiward Rs. 150, Telephone and lilectricity 
Rs. 200, Stationery Rs. 50, Travelling Rs. 100, Carriage 
mtward Rs. 300 

Closing stock on proper valuation is found to be Rs. 3000 
only the figures that concern the Trading and Profit and Loss 
^Lccount are taken here, other figures have been left out). 


The Trading and Profit and Loss Account for the year ended 

31st December 19.... 


'o Stock 
Purchases 
Wages 
Coal 

Carriage inward 
Gross Profit carried 
down 


’o Salary— 

Bent 

Telephone and Electri¬ 
city 

Stationery 
Carriage 
Traveimng 
Net Profit 


15 


1, 1 

1; ],50o! 0 

o! 

j 

By Sales— 

26,000 

0 

( 

i 6,000 

0 

0 

Stock 

3,000 

0 

( 

i 4,000 

0 

0 





i 600 

0 

0 





i • 150 

Vi 





|« 16,850 

o| o; 





i ■ ^8,000 

i 

0 


• 

28,000 

0 

0 

! 3,600 

0 

' 

O: 

1 

By Gross Profit brought 




1 


1 

down 

16,860 

0 

( 

900 0 

0 





1 

i 200 

0 

0 





60 

0 

o| 





300 

0 

0 

1 




100 

0 

0 





11,700 

0 

0 

1 




16,860 

0 

0 


16,860 


c 





.. ... 1 J 

— 
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We have seen that the Trading Account brings out the diffe¬ 
rence between the cost of the goods and the sale proceeds. But 
that is only part of the game. In business there are various 
other expenses that have to be necessarily incurred. These are the 
expenses of running the business. While the Trading Account 
is concerned with the cost of production, the Profit and I/Oss 
Account is concerned with the other necessary expenses in connec¬ 
tion with the business. These can be broadly classified as (a) 
the expenses of management such as salary of the office staff, 

(b) the selling or distribution expenses—such as commission paid 
to the salesman, carriage outward, cost of advertisement etc., 

(c) the financial charges such as interest paid for money borrowed 
for the business, bank charges etc., (d) gome fixed charges such 
as Rent, Rates etc., (e) general office expenses such as stationery, 
printing etc., Telephone, Hlectiicity and so on. The above 
is by no means an exhaustive list. The-main point is that all 
expenses of the period in connection with the business are to be 
charged or debited to the Profit and Ivoss Account before the net 
result of trading can be ascertained. Bxjjenses not in respect of 
the business should not be debited to the Profit and Loss Account ' 
There is for instances the proprietor who pays his own house rent 
by office cheques. This is not Rent. It is his own drawing. 
Then as for the credit side, if apart from the trading profit 
(gross profit) there is any other gain or income—rent for part of 
the premises sublet, interest received on money^ lying at the bank 
etc.—all these are to be credited to the Profit and Loss Account. 

We shall now examine some of the typical items that appear 
in the Profit and Loss Account, It is npt always easy for the 
beginner to understand the nature of the transaction from the 
terminology. 

Salary: 

This is the remuneration of the employees for their services. 
For running your business you obviously require staff—^Manager, 
Clerks, Bearers, Watchman etc. Payments for these can be 
called cost of management or administration. This is a charge 
to the Profit and Loss Account. Payments made to the factory 
staff or workers are known as wages. By wages is generally 
understood payments for productive labour. Wages therefore, 
as has been already explained, is a charge on the Trading Account. 
Salary is almost always paid on time ratei,e,, so much per i^oiith. 



But wages are paid both on time rate and piece rate. On piece 
rate the worker is paid according to the work done. If wages 
and salary separately appear in the Trial Balance then there is 
no difficulty. Debit wages to the Trading Account and salary 
to the Profit and Loss Account. If only one item—^salary-— 
appears in the Trial Balance then it should be debited to the 
Profit and Loss Account. 

Many business houses open an Establishment Account. This 
is really the Salary or Wages Account or both combined. It 
means the remuneration paid to the employees. 

Rent: 

This is the monthly payment for the use of the business 
premises. Rent paid for the factory should be debited to the 
Trading Account. Sogietimes part of the premises is sublet. 
In that case a separate Rent Account should be opened. The two 
account should be distinguished as Rent Payable and Rent 
Receivable Account. It is obvious that Rent Payable will have 
debit balance and Rent Receivable credit balance. Both 
these figures should be shoun in the I’rofit and Loss account, it 
being debited with the Rent Payable and credited with the Rent 
Receivable amounts. The practice of showing the net figures 
after duducting the Rent Receivable from the Rent payable 
cannot be supported. It is better to show how much you paid 
as rent and how much you earned by subletting part of the 
premises. 

Discount: 

This is the small sebate allowed or received at the time ©f 
settling accounts undet certain conditions. As has been already 
mentioned discounts are of two kinds—Trade Discount and Cash 
Discount. Thf Trade Discount is not brought into the books at 
all. We are therefore concerned for book keeping and accounting 
, with Cash Discount only. In order to realize payments within a 
short time or a stipulated time a small cash discount is offered, such 
as a cash discount of 1 J% or will be allowed if payment is made 

within 7 days. The discount allowed being a loss is debited and 
the discount received being a gain is credited to the Profits and 
Loss Account. Please note the discount allowed or received has 
direct relationship with the financial position of the business. 
You e^n discount by making prompt payment if you h%ve 



sufficient cash in hand. You allow discount to realize money 
promptly only if your financial position is tight. Therefore cash 
discount is a loss or a gain and has nothing to do with the cost 
of the goods or the sale proceeds. Discount received should not 
be transferred to the Discount Allowed Account in order to show 
the nett figure (Discount allowed less discount received—^when the 
amount allowed is larger than the amount received and vice versa) 
in the Profit and I^oss Account. It is better to show the two 
figure.s separately. That gives a clear idea as to how much was 
lost and what was the gain during the financial period on account 
of cash discount. 

Commission : 

Salesmen are reniunerated by salary or salary and commission 
or commission 011I3'. When the item commission appears on the 
debit side of the Trial JJalance it denotes cost of selling or distri¬ 
bution and should be debited to the Profit and Doss Account. 
Salary is a fixed amount, commission varies according to the sales 
effected. Commission iiiaj" also be a gain. That is when the 
business earns comniibsion for doing some ^vork, this will appear 
on the credit side of the Profit and Doss Account. 

Bank Charges : 

Tt) begin with your banker charges you a small commission 
generally half j-eaily (on the :hHh June aiid 31 st December) 
f»)r rendering services i.e., keei)iiig your account, paying your 
cheques and collecting proceeds of the cheques you deposit in your 
account. Besides, in India there is that most out of date custom 
of charging commission for collecting tout-of-towu clieques. 
Thus when you deposit with your banker*sdy at Calcutta a cheque 
payable at Bomliay j'our banker will charge you a certain per 
cent commission for collecting the proceeds for you from Bombay. 
This commission is therefore Bank Charges. Again for trans¬ 
ferring funds by Bank diaft and foi realizing Bills of Exchange 
the liaiiker charges his cominissioii. Bank charge is an expense 
of the. business and is debited to the Profit and Doss Account. 

Interest: 

This may appear as a debit or a credit item in the Trial 
Balance. If you borrow money for your business you pay inte¬ 
rest for tbe use of the funds. If there is a bauk over-draft, the 



banker charges interest. Bank over-draft is a loan from the Bank. 
It may be fixed amount. But often it is a variable amount 
within the limit arranged with the banker, het us say the limit 
fixed is Rs. 15,000. The customer will go on operating the account 
in the usual way that is he will deposit and draw out funds from 
day to day. So long the amount overdrawn is within the 
agreed amount Rs. 15,000 the banker will honour all checjues 
drawn by the customer. Of course the customer cannot have 
over-draJEt as a matter of right. This is a matter of arrangement 
with the banker. When allowing over-draft the banker may 
insist on security being given such as a charge on the floating 
assets or it may be without security that is a clean over-draft. 
All interest paid are losses and are debited to the Profit and Toss 
Account. 

Interest may be earned in various ways. You may make it a 
condition when allowing credit to your customers that accounts 
remaining unpaid beyond a certain period will carry interest 
on the amount outstanding. Interest may be earned on what 
is called the current account with the bank or again if the busi¬ 
ness htis investments in securities, interest will be earned. If, for 
instance, you find yourself with too much cash which the 
business cannot profitably employ at the moment, it may i)ay you 
to invest the surplus in say, 3% Government papers. On this 
investment interest will be earned. All such interest income 
will be credited .to the Profit and Loss Account. Here again 
it is advisable to show the interest paid on the debit side and in¬ 
terest earned on the credit side of the Profit and Loss Account 
instead of entering the two in a single account and showing 
the balance. 

Printing and Stationery : 

Every business house has some expenses under the head 
Printing and Stationery. Note paper, invoice, cash memo, 
bill book etc. have to be printed. Also there is the expendi¬ 
ture on account books, papers, ink? pencils etc. All these are 
general office expenses and are debited to the Profit and Loss 
Account. 

* 

Postage and Telegram : 

These are also necessary expenses of the business and are 
debited to the Profit and Loss Account. 



Travelling Expensei: 

Money spent by you or your staff on travelling for the purpose 
of the business is a charge on the Profit and I^oss Account. 

Legal Expenses : 

Sometimes the trader finds it necessary to go to the Court 
of Law to settle some dispute arising out of the business. Or 
again, it may be necessary to seek legal advice on certain point 
in order to safeguard or protect the interest of the business. 
Such expenses are debited to the Profit and Loss Account, 

Auctit Fees : 

The accounts of the concern are periodically audited by 
qualified auditors in order to be satisfied abouttheaccuracy of the 
books. This expense is debited to the Profit find Loss Account. 

Advertisement: 

We see all sorts of advertisements appearing in the news¬ 
papers. There are also posters, placards etc. displaying various 
products. Advertisement is supposed to be an attempt by the 
seller to educate the buyer as to what he should spend his money 
on. The seller’s point of view is that he must tell people what 
he has got to sell. If he did not tell them how would they know. 
If you did not tell them about the radiogram, for instance, they 
might spend their money on gramophone. Many business houses 
owe their colossal turnover to advertisement. This is a cost of 
.selling the goods and it is debited to the Prelit and Loss Account. 

Repairs: 

The plant and machinery,* premises, fixtures, furnitures etc. 
have to be kept under repair. Such repairs, and small renewals 
and replacements are losses of the business and have to be debited 
to the Profit and Loss Account. 

Sundry Expenses: 

» 

There are almost invariably some expenses which cannot be 
^conveniently classified. All such unclassified items are entered 
into one account under the heading "Sundry Expenses” or mis- 
cellaneons expenses. This is debited to the Profit and Loss 
' Account. 




Bad Debts: 

I^arge part of business is done on credit. However carefully 
the businessman selects his customers to whom credit is allowed 
it is his unfortunate experience that some of the book debts even¬ 
tually prove to be irrecoverable. Bad Debts may occur from 
various reasons. The debtor may deliberately and successfully 
avoid payment or he may be unable to pay due to his financial diffi¬ 
culties. When all attempts to realize the debts have proved 
unavailing the trader has no other alternative but to write off such 
book debts as Bad Debts for it is meaningless to carry the 
worthless assets in the books from year to year. 

The loss arising out of Bad Debt is debited to the Profit and 
Doss Account in the year in which the decision is taken to write 
it off. The Account of the debtor is closed by transferring to 
Bad Debts Account and the Bad Debts Account is closed by trans¬ 
ferring to the Profit and Doss Account. 

Illustration : 

A sum of Rs. 100 due from Mr. X proves to be unrealisable. 
On the 31st December it is decided to write it off. 


Bad Debts Account 

To Mr. X 

Dr. 

100 

0 

0 

100 

Being amount written off as bad Dobts 






P & L Accoimt 

To Bad Debts Account 

Dr. 

100 

E 

0 

1 100 

Being Bad Debts transferred to P &; L 
Account. * 






• 

• * 

■ 

* 

9 



J 

1 


It may happen that the amount already written off may be 
.subsequently recovered. The amount is then credited to the 
Profit and Doss Account as an income of extraordinary nature. 

Depreciation : 

Assets are acquired and employed in the business for the 
purpose of earning income. Plant and machinery, motor car, 
building, furniture etc. are some of the instances. Each asset has 
a worl^g life at the expiry of which it will no longer give service. 
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If the asset is kept in good state of repair the working life will be 
somewhat longer than otherwise. But it is certain that it 
cannot give service for ever. The working life is generally an 
estimated number of years. The building for instance may be 
estimated to give service for 40 years, the plant and machinery— 
10 years, the furniture—20 years and so on. Or it may be a 
dclinite number of years. The lease may be for 15 years. If we 
estimate that the plant and machinery will last 10 years and at 
the end of that period its value will be nil, it is clear that the 
value of the asset diminishes by 10 per cent every year. Depre¬ 
ciation is the gradual diminution of the value of the asset from 
whatever cause—use, efflux of time or obsoleseiice. It is clear 
that the lo.ss in value due to depreciation is undoubtedly incurred 
ill the earning of the profit. Therefore it must be charged to the 
Profit and Toss Account. If depreciation is not charged, the 
account will not show' the correct profit of the year. Bes'des 
it will be necessary to introduce fresh capital w'hcii the time for 
discarding the old assets and buying new ones come. 

Various assets have various terras of estimated woiking life. 
Some assets will be depreciated at 2|% per annum, other at 
and yet other at 10% and so in. 

The Depreciation Account is debited and the particular asset 
account is credited with the amount of each year’s depreciation 
by means journal entry. This reduces the value of the 
assets by the amount of depreciation. The accounts are showm 
here : 


Dr. 

'lor."'] 

Jan. l| 

I To Balance 


! 


Plant and Machinery Cr. 


ii i 

i 19.. 


: ' 'i 



;i j 1 

Dec. 31 

« 

: 1 



! 10,0001 Oi 0 


• 

By Depreciation 

; 1 
; i 



i ! ! 

) i 

1 

1 

a/c. 

1.000j 

1 

0 

0 

' 

' ; . 

! 

Balance 

9,000 

J 

0 

1 

0 

! 10,000. Oi 0 



10,000 

0| 

0 


i j 


Dr. Depreciation Account Cr. 


19.. 





19.. 

I 




Deo. 31 

To Plant & 




Dec. 31 

i 

! 

1 





Machinery 

1,000 

0 

0 


By P. & L. a/o. | 

1,000 

0 

0 



. 




! 
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Carriage Outward : 

While carriage inward is part of the cost of the goods, carriage 
outward is cost of distribution. It is therefore debited to the 
Profit and Loss Account. 

The above are the usual gains and losses that occur in the 
Trial Balance. There may be yet others depending upon the 
i nature of the trade. From what has been already said it should 
not be difficult to understand the nature of the transaction and 
put those in the* proper place in the accounts. 

Adjustments: 

It was said that all losses and all gains of the trading period 
must be brought into the Profit and Loss Account. A moment’s 
thought will make it clear that all the losses and all the gains 
of the trading period ,do not necessarily apjjear in the Trial 
Balance. After all, the Trial Balance is the collection of all the 
balances of the ledger accounts extracted on the closing day 
of the financial year. Sonic ledger accounts may contain items 
which have nothing to do witli the year’s trading. Here is an 
instance. You are preparing the Trading and Profit and Loss 
Account for the year from 1st April 1943 to 31st March 1944. 
Now the Rent for the month of March 194.3 was paid in April 1943. 
In the Rent Account for the year ended 31st March 1944 there 
is an entry namely in April 1943 which was not in respect of 
this year’s trading’but of the previous year's. Again there may 
be some items in the ledger accounts which are in rcs[iect of 
the following year. 

Supposing the business jiremj.ses are insured against the risk 
of file the annual prejnium was paid on the 1st of October 1943. 
It is clear that on the 31st March 1944, half year’s preiiiium remain 
unexpired. In that case an apportionment is necessary and only 
half the amount paid as premium should be debited to the Profit 
and Loss and the unexpired half should be carried forward to the 
j next financial year. On the other hand some ledger accounts 
will be incomplete in the sense that all the losses and all the 
gains of the accounting period wdll not have been entered in the 
accounts by the closing day of the period. Rent, electricity 
telephone bill etc., salary, wages and various other expenses 
for the closing month of the financial year will remain unpaid 
on the closing day. Similarly some gains such as interest accrued 
not yet realised, rent receivable for the closing month—all 
16 
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these will remain unrecorded in the I^edger Account at the time of 
taking the Trial Balance. 

Therefore it is not enough to take the figures of the Trial Balance 
as they appear, for the purpose of preparing the Profit and 
l/oss account. Necessary adjustments shall have to be made in 
order to bring into the Profit and lyoss Account all the losses and 
all the gains of the accounting period. P'or that purpose some 
items of the I^edger account shall have to be thrown out, some 
items shall have to be incorporated into the lycdger Accounts 
and yet some others may have to be apportioned between ex¬ 
pired and unexpired portions. Without such adjustments where 
necessary, the Profit and Loss Account will not show the correct 
result of the year's trading. 

Here are some of the lycdger Accounts of Tradewell & Co. who 
commenced business on the 1st April 1943. The Trial Balance 
is taken on the 31st March 1944. 


Dr. 


Rent Account (Payable) 


1943 


1 1 

i 

May 6 

To Cash 

1 200 0 

i 

June 5 

ff 

i 200! 0| 

o!' 

July 7 

99 

! 200' Oi 


Aug. 8 

99 

; 200l 01 

ol! 

Sept. 4 

99 

! 20 o; 0 

0:' 

Oot. 10 

99 

200: O' 

O' 

Nov. 7 

99 

! 2oo; 0 

01 

Deo. 6 

99 

i 200; 0 

0 

1944 




Jan. 3 

99 

! 200: 0 

0 

Feb. 6 

99 

' 200 0 

0 

Mar. 7 

99 

1 200j 0 

i 1 

^ i 

01 


1 




Dr. 


r 

Salary a/c. . • 


Cr. 



Cr. 


1943 ■ 


May 7 

To Cash 

Juno 6 

99 

July 7 

99 

Aug. 6 

»» 

Sept. 7 


Oot. 6 

99 

Nov. 7 


Doc. 0 


1944 


Jan. 6 

i 

99 j 

Feb. 7 

99 1 

Mar. 7 

99 


.300 

i o; 

o' 

416! 0, 

o: 

390 

' 0, 

o' 

400 

i 0. 

0.! 

416 

• 

0, 

375 

0 

0 

390 

0 

Oi 

400 

0 

0;: 

420i 

0 

o; 

390 

o: 

Ol: 

400j 

0: 

0; 


I 

I 


! 

1 

I 

( 


I 



! 

i 


ii 







Rent Receivable Account 


Cr. 


t>r. 


i 

i 

1 

1 

1 




1944 
Fob. 7 

By CSash 


76 

0 

0 

1 

r 

1 

! 

i 

1 

1 

I 

{ 

1 



Mar. 10 



76 

0 

0 


The rent for April 1943 was paid in May. For May in June 
and so on. The rent for February 1944 was paid on 7th March 
and the March rent remained unpaid on the day the Trial Balance 
was taken. Similarly the salary for the month of March 1944 
remained unpaid at the close of the financial year. Part of the 
premises was sublet from 1st of January 1944, The January 
rent was received on the 7th February. The rent accrued for 
March was not realized within the financial year. The ledger 
accounts in the above instances do not have complete record 
of the losses in respect of Rent (payable) and Salary and all the 
gain in respect of Rent Receivable of the financial year. No 
doubt the rent and salary will be paid and the rent receivable 
will be received but those payments and receipts will take place 
during the next financial year and the ledger balances for the 
trial balance will be extracted as at 31st March 1944. It is clear 
that if the figures in the accounts are incomplete these shall 
have to be completed as otherwise the correct result of the 
year’s trading will not come out. 

This is done in caseiof loss by debiting the account wjth the 
amount due and crediting like amount to the “Outstanding 
Liability Account”. • 

Thus in case of the Rent due th<? entry would .be 


y 


1944 



) 1 


Mar. 31 

Bont Account Dr. ' 

To Bent Outstanding Account. j 

Being outstanding rent for March 1944 • ; 

200 

' 

o| oil 

; 200 

i i' 

1 i 

0 


Similarly for the Salary due 


1944 1 

Mar. 31 i Salary Account 

Dr.i 

i 410' 0; 0 

l 



1 To Salary Outstanding Account 

.! 

1 


1 410 

0 

0 

j Being salary due for March 1044. 

1 

1 

i 

1 

1 ■ 


1 J 

1 1 
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Instead of Journalizing as above it can be done in a more sim¬ 
ple way by debiting the Rent and Salary Accounts with the 
amount due for the month of March and bringing down the balan¬ 
ces as a liability. 


Dr. 


Kent Account 


Cr. 


11143 

May 6' To Cash 
June 5| „ 

I 99 

1944 I „ 

Mar.3I To IJalanooc/d 


i 20 o' 0 

! 2(10 (» 0 . 

I ' ! 

Jf j »» 991 

’ 

, I 

200 0 o: 

‘ I * 

' 2 , 400 ' 0 0 


194+ 

,\j>r. J. Jiy Lialaiiuc h/d 


200 0 0 


The full year’s rent has now been charged for the year ll)4.‘l-44. 
As the first ])ayiticut for rent is made in Ajiril 1944 it goes to 
wipe out the liability with which the Rent Account opened for 
the new year. 

In the case of accrued income the same principle applies, only 
the entry is on the other side. 


Dr. 


1944 
Apr. 1 



Rent 

Receivable Account 


Cr. 

i 

1 


1 

: 1914 



1 

1 


1 

1 

■ 

K(d». 7 

By (iash 

1 

75 ! 0 

0 

1 


Mar. 10 



75 . 0 

0 

i 


Mar.:n 

By Biilanco 

c/d 

75 ' 0 

0 

1 

i 


i 


225' 0 

0 


, 

1 

. • 

*1 



To Biilanco 

' 

b/d' 

To 'oi 0 

i i 



1 



As the rent for March is received in April it is posted in the 
Rent Receivable Account itnd off-sets the debit balance. 

After the necessary adjustments for all outstanding losses and 
gains have been made the figures can be transferred to the Profit 
and Loss Account. 

One point is to be noted in this connection. All adjustments 
appear both on the Profit and Loss Account and in the Balance 
Sheet. Debits in the Profit and Loss will appear on the liability 
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side and the credit in the Profit and Loss on the asest side of the 
Balance Sheet. (Balance Sheet is the statement of assets and 
liabilities on a particular day.) In the same way the closing stock 
in the Trading Account will appear in the Balance Sheet, As 
you know these do not come from the Trial Balance, that is to say 
the}’^ are not extracted from the Ledger Accounts. These are 
incorporated into the accounts, and for each debit entry there 
must be a credit entry and vice versa. 

Apart from the adjustments for outstanding liabilities and 
accruing income (Rent receiv^able, interest accrued etc.), and 
apportionniciits foninexpired expenses (insurance, advertisements 
etc.) and income received in advance (Apprenticeship premium 
received for three years, for instance), it is also necessary to 
create a Reserve for Bad and Doubtful debts. 

• • 

Reserve for Bad and Doubtful Debts: 

The Bad Debts are written off. Some book debts which 
cannot be still considered bad may appear to the trader as doubt¬ 
ful, i.e., these may eventually prove to be bad. It is a prudent 
policy to provide against the anticipated future loss from this 
year’s trading. It has appeared doubtful this year. So it is 
better to provide for it now. This is done by creating a Reserve 
for Bad and Doubtful Debts. Jt is an estimated amount - say 
5% of the total debtors. The reserve is debited to the I’rofit and 
Loss Account and’eredited to the Reserve for Bad and Doubtful 
Debts Account, (ignoring the alternative method for the 
present.) Thus if the total debtors is Rs. 20,000 and it is dot ided to 
create a reserve of 5%, fhe Profit and Loss is debited with Rs. 1,000 
and a like amount is credited to the Bad Debts Reserve Account. 
This reserve should appear on the liability side of the Balance 
Sheet. But as the total debtors are estimated to realize Rs. 19,000 
only, and it world be misleading to show the debtors at Rs. 20,000 
the reserve is not shown separately on the credit side of the 
Balance Sheet but on the asset side by deducting from the 
Debtors. * 

Simdry Debtors Rs. 20,000 

Less Reserve for Bad 

Debts Rs. 1,000 Rs. 19,000 

When later on Bad Debts are actually written off these are 
transferred to tlie Reserve Account. 
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Ifnused Stock : 

Apportionment may also be necessary with regard to the 
unused stocks. Supposing Tradewell & Co., has spent Rs. 600 
during the year 1943-44 for printing and stationery. And at the 
close of the year they have a stock of printed materials and 
stationery worth Rs. 100. 

I 

It follows that during the year Rs. 400 worth of material 
was used in the business. The Trial Balance figure is Rs. 500 as 
this is the amount that ai)peared in the Ledger Account. 
The following apportionment is necessary in order to charge the 
actual expenditure of the year in the Profit and Loss Account. 


Dr. 


Printing and Stationery Account 


Cr. 


1943 

July 

Oct. 

Dec. 

To Cash 

ff f* 

i! ' 

1' lOoi 0 

loO! 0 

i| ^ 

0 

0 

0, 

1944 
Mar. :n 

By P. & L. a/c 
„ Balance i 

1 



I 500; 0 

'!_ !_ 

0 



1944 
\pril 1 

To Balance 

ll 1 

b/d '■ 10o| 0 

i! ' 

1 

1' 1 

o' 


1 

’ 


i c/d 


i00\ 0 , 0 
lOOi 0! 0 


600i 0 


Thus Rs. 400 is debited to the Profit and Loss Account and 
Rs. Too is carried forward as balance to the next year. This 
amount will appear in the Balance Sheel on the asset side as 


Stock of Printed Materials—Rs. 100. 

Similarly it is possible to have stock of coke, coal, etc. 

For obvious reasons these unused stocks should not be lump¬ 
ed up with the closing stock i.e., the stock-in-trade. 

The Closing Entries: 

At the end of each trading period the accounts are closed. 
This year’s Purchase Account, Sales Account, in fact all the items 
of the Trading Accounts except the closing stock have nothing to 
do witli the next year’s trading. Each of the accounts (Nominal) 
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that concern the Trading Account and the Profit and I^oss Ac¬ 
count is closed and fresh accounts are started for recording the 
transactions of the next financial year. The Real or property 
accounts are not closed, for they continue. These accounts are 
just ruled up and the balances are carried to the next year’s'* 
Accounts. 

Similarly the personal accounts are balanced and the debit or 
credit balance as the case may be is carried forward to the next 
year. These assets and the liabilities—^the Balance Sheet figures 
—are the opening balances of the next year's accounts. 

The closing entries are made through the journal. This is 
nothing but transferring amounts of the Nominal Accounts to 
the Trading and the Profit and Boss Account. 

Dr. Purchases Account Cr. 

• t 


i] 


1 1944 



j 



The total purchaBcs 

i 

' Mar. 31 

By Transfer to 





of the year i 15,000 

Oj 0 

i 

T/A 


i 15,000 

0 

0 

|, 15,000 

o| 0 




j 16,00 

0 

0 


Dr. Stock Cr. 


1943 
April 1 

To T/A 

1 

1 

7,000 

0 

0 

1944 
Mar. 31 

By Transfer to T/A. 

1 I 

7,ooo| o; 

{ 

.1 












These items Purcl^ses, Stock (opening) appear on the debit 
side of the Trial Balance from which these are taken to the debit 
side of the Trading Accounts. This is exactly what is done 
when closing the accounts. Similarly all other items of the 
Trading Account and the Profit and Boss Account are transferred 
.. from the ledger account thereby closing the accounts. 

^ In actual practice many business houses close their books by 
transferring direct to the Trading and Profit and Boss Accounts 
without using the journal. 

There is not much difficulty about the closing journal entries. 
Debit the Trading Account with the total of all the items that 
would be debited therein and credit each of the accounts se¬ 
parately thereby closing them. 
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Dr. 


Journal 


Cr. 


19.. 

:{l' Trfwlinp: A<!0ount 
To Opening Stock 
■ PurchaKcH 

‘ Wages 

(Jarriagn inward 

i B(!iiig HalanccB Tranaforred 


i 

I 


Dr. 



48,000 0| 


0 



7,.'»00. Oi 0 
22,500 0, 0 
]7,.5oo o: 0 
500 0, 0 



19 ! 

Dee. .‘Ill Sfilos 

' Stock (closing) 

' To Trading Aecoimt 
! Btfing Balane(!R Transferrod 


Dr. 90,000 0 0 I 

8,000 0 0 

98,<K)0 oi 0 



Credit Trading Account with the total of v^ales. Closing 'vStock 
and debit those respective accounts. 

vSiiiiilarly, debit Profit and Loss Account with the total of 
all items such as vSalary, Rent, Telephone, Electricity, vStationery, 
Depreciation, Pad Debts etc., and credit those accounts sepa¬ 
rately. 

And credit Profit and Loss Account with the total of all gains 
and debit those accounts. 

< 

Debit Trading Account with the Gross Profit and credit 

Profit and Loss Account. « 

. * 

Debit Profit and Loss with the net profit and credit Capital 
Account. 

Debit Capital Account and credit Drawings Account with the 
amount drawn by the proprietor. 

If there is a loss (debit balance in Profit and Loss Account 
credit Profit and Loss Account with amount of loss and debit 
Capital Account. 
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THE BALANCE SHEET 


The Balance Sheet may be defined as the statement of Assets 
and Liabilities of a concern on a particular date. After the 
items from the Trial Balance have been taken to the Trading 
and the Profit and Loss Accounts there are left some debit and 
credit balances in the Trial Balance. These are the assets and 
the liabilities of the concern on the day the Trial Balance was 
prepared. Some of the debit balances may be fictitious assets, 
such as the Preliminary Expenses. There may be debit balance 
of the Profit and Loss Account, if losses were sustained in the 
previous year (where profits and losses are not merged into 
the capital account as in case of lyimited Liability Company), 
The balance of the Reserve account—general or specific—will 
remain in the Trial Balance as a credit balance. The Balance 
Sheet may therefor^ be also defined as a classified summary 
of the debit and the credit balances left in the ledger accounts 
after the Trading and the Profit and Loss Accoiints have been 
constructed. 

It is customary to show the liabilities and capital on the left 
hand side and the assets and other debit balances on the right 
hand side. The usual “To” and “By” have been omitted from 
the Balance Sheet, it being a statement and not an account. 

The Balance Sheet is always “as at.10 . ,.and not like 

the Trading account “for the year ended.10 ....” for it 

is a statementon a particular day and not an account for a period. 

The usual form of the Balance Sheet is given below : 

Balance Sheet as at 31 December 19.. 

Liabilities. Assets. 


Creditors 

Outstanding E::penses 
Capital 


Cash 
Debtors 

j Stock-in-Trade 
j Furniture 
j Pladt and Machinery 
* Land and Building 


The point is sometimes discussed as to how the assets and the 
liabilities should be arranged in the balance sheet. That is to 
say, in what order they should be shown. The assets may be 
arranged in order of realizability and the liabilities in the order 
17 
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in which they will be paid. As in the form given above, the cash 
comes first as it is ready at hand. The book debts will be the next 
to be converted into cash. Next comes the stock-in-trade which 
will first become debtors (when sold on credit) and then come 
back as cash. The others, furniture, plant and machinery and land 
and building are not intended to be converted into cash—still 
notice the order in which they are arranged. In the event the 
business is closed down and all the assets are sold the order of 
realizability is obvious. 

Similarly on the liability side immediate payment will go to the 
creditors. Then the outstanding liabilities. The capital is not 
intended to be taken out of the business. 

The assets and the liabilities may also be arranged in the 
reverse order. That is the least realizable comes first and the 
cash last of all on the assets side. On the liability side the capi¬ 
tal is shown in the top. 

It does not really matter in w^hich order they are shown. 
One or the other method mentioned above should be followed. 
It helps the eye in studying the Balance Sheet, 

While the Trading and the Profit and Boss Account tells the 
trader the result of trading (gross and nett profit) the Balance 
Sheet gives him the exact position of the business on a certain day. 
He can, as it were, see all his assets and liabilities in a summarized 
form. It is not therefore difficult to appreciate the importance 
of the Balance Sheet. The Balance Sheet gives us information 
about the nature and the value of the assets and also the nature 
and the amount of the liabilities of the concern. By careful 
study of the Balance J^heet you could find out Mffiethcr the concern 
was solvent or insolvent, whether the position was sound or 
otherwise. 

Now here is a Balance Sheet as at 31 l^ecember 19.... 

Biabilities Assets 


Capital 

Rs. 

25,500 i 

Band & Building 

Rs. 10,000 

Boan (Bank) 


8,000 ; 

Plant & Machinery 

„ 8,000 

Sundry Creditors 

f 1 

24,500 ; 

Furniture 

„ 500 



i 

1 

Stock 

„ 12,000 



! 

. Debtors 

„ 20,000 



f 

! 

1 

Cash 

„ 7,500 


Rs. 

1 

68,000 1 


Rs. 68.000 
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The business has made capital investment of Rs. 18,600 
represented by Land and Building, Plant and Machinery, and 
Furniture. This Rs. 18,500 is locked up in fixed assets and is not 
available for running the business. Against the floating assets of 
Rs. 39,500 there is the liability of Rs. 32,500 (loan 8,000 and 
creditor 24,500) leaving Rs. 7,000 as the working capital. The 
position will be considered sound. 

We find there is a loan of Rs. 8,000. The loan by itself is no 
sign of weakness. There are sufllcient floating assets against the 
liabilities. Business is not run entirely by one’s own capital. 
The sundry creditors are also in reality h»aii. You bought 
goods on credit, that is to say you are using other people’s money. 
You yourself are allowing other people to use your fund 
otherwise there would not be the Debtors for Rs. 20,000. 
The main point is can you convert your debtors into cash as 
quickly as you have to^pay your creditors ? If you can it is all 
right. 

If you followed a different ixdicy the Balance Sheet might 
come out differently. Supposing the vStock, Debtors and Cash 
appeared as 


Stock 

.. Rs. 

20 ,00(» 

Debtors 

• • 9 9 

i 2,000 

Cash 

• • 9 9 

7,500 

• 

Rs. 

39,500 


Other position being the same. 

The position would be such as if more interest was taken in 
stocking goods and lesSj interest in selling. Remember the cash 
is first turned into Stock (as you buy), then it becomes debtors 
(when goods are sold on credit) and then it becf>nies cash again 
(when realized). This cash again goes for buying stock which 
becomes debtors and then cash again. So it goes round. But 
^there must always be sufficient cash to enable you to meet 
, immediate payments. Behind this must stand debtors to be 
constantly converted into cash for you always have creditors 
who must be paid. The position shown above does not 
seem sound for you have cash Rs. 7,500 and the prospect of 
realization in the near future Rs. 12,000, total Rs. 19,500 against 
which there is habiUty of Rs. 24,500 plus loan ot Rs. 8,000, 
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Take an extreme case. Say you have 

Stock Rs. 30,000 

Debtors ,, 9,000 

Cash „ 500 

Rs. 39,500 

The difficulty of the situation is obvious. You can put your 
hand on Rs. 500 immediately and Rs. 9,000 in the near future. 
Against that the liability is Rs. 32,500. The position is certainly 
weak although the business is solvent. The stock will take some 
little time to come back to you as cash. 

Supposing the disposition of your floating assets were like this: 


Stock 

••.. Rs. 2,000 

Debtors 

„ 37,000 

Cash 

.. „ 500 


Rs. 39,500 


No doubt the position would be considered unsound. It appears 
you are allowing credit rather too freely and are unable to realize 
payment. The weak position in stock is obviously due to the 
fact that you tlo not get further credit—-possibly due to irre¬ 
gular payments in the i)ast— and you have not got the cash to 
buy it with. Besides the relative size of stock and debtors is 
rather abnormal. And what will happen if the creditors begin 
to give trouble for payments. It will be necessary to try hard 
to get payments from the debtors and brfng about a balanced 
position before the creditors get to know about your weakness. 
Rs. 2,000 is really very poor .stock for a business in which debtors 
is Rs. 37,000. 

Again if the position was 

Stock 
Debtors 
Cash 

Rs. 39,500 


.. Rs.. 7,000 
„ 3,000 

„ 29,500 



Yhe position seems almost absurd. You have purchased a 
lot of stock oil credit—unless the creditors are mainly for the 
fixed assets—and sold those and also realized payment for the 
major part. Why the creditors are not being paid ? You are 
losing hiteiest on the loan from the Bank. Why further purchases 
and further sales are not being effected ? 

If the position was really as above one would expect the loan 
and the greater part of the creditors to be paid at once. And the 
position should be something like : 

Liabilities Assets 


Capital 

Rs. 

2.'5,500 ; Land and 
' Building 

Rs. 10,000 


• • 

Plant and Machi¬ 
nery 

„ 8,000 

tors 

}» 

4,500 I’uruiture 

M 500 



St(jck 

7,000 



1 )ebtorb 

„ 3,000 

• 


Cash 

„ 1,500 


Rs. 

• 

.‘10,000 

Rs. 30,000 

The Bank loan 
Creditors 

• 

• . 

Rs. 8,000 and 

Rs. 20,000 

• 



Rs. 28,000 being paid cash left 

would be Rs. 1,500. 


In the above example all sorts of positions have been assumed. 
These are all just possibilities. The Profit and Loss Account 
remaining the same, the fixed assets remaining the same it is 
possible to have the floating assets and liabilities in various 
dispositions. It all depends upon the policy followed. And of 
course the soundness or otherwise of the business position is 
revealed accordingly. 
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Here is an instance of an insolvent business : 

Messrs. Woodhead & Co. 

Hulaucc vSlicet as at 3J July 11 ).... 

I^iabilities Assets and other debit balances 


Bank Loan 
Sundry Crcdilor.s 


Rs. 10,000 riant and Machinery Rs. 5,000 
R.s. 15,500 1 I'urniture .. ,, 500 


: Stock 
:i l)ebt()i> 
I' Cash 


„ 6,000 
,, 10,000 
.. 2,750 


Capital account 
(Debit Balance) 


1,260 


R.s. 25.500 


Rs. 25,500 


There is a delicieiicy of Rs. 1,250 that is excess of the liabili¬ 
ties over the assets. Total liabilities is Rs. 25,500 and all the 
assets together come to Rs. 24,250. I'or a Balance Sheet like this 
the ca.sh balance is uncxjKvtedly big. But that does not help. 
Woodheads are unable to pay their debts in full. All that they 
have to pay tiieir d<*b1s \\'ith arc cash Rs. 2,750, Debtors 
Rs. 10,00(» (when realized) and the Stock Rs. 6,000 (when 
converted into cash). 'I'lie Plant ainl Machinery and I'urniture are 
no good for the ]>uip('se of meeting the liabilities. All told they 
liave Rs. IH,750 againsi. which there is a liability of Rs. 25.500. 


The capital account appears on the asset side. It is certainly 
no asset. The capital account has a debit balance instead of 
the normal credit balance. 


It should be clear fri)in w hat has been said that the Balance 
l^hcet reveals the exact i)osition of the business on a particular 
date. You know what the assets are and how they are held and 
what are the nature aiid tile extent of the liabilities. You know 
whether the position is sound or unsound. A concern may be 
solvent and yet unsound. 

Some illustration of preparing the Trading Account and 
Profit and Loss Account and the Balance Sheet along with the 
closing journal entries are given here in order to clear up the 
points discussed above. 
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From the following Trial Balance extracted from the books 
of Gupta Brothers prepare the Trading Account, the Profit and 
Loss Account the and Balance v^lieet as at 31 December 19.... 

Trial Balance as at 31 December 19.. 


I I Mi 


Land and Buildings 

2 ,r» 0 (> 

o; 

» 




Plant and Machinery 

1,427 

Oi 0 




Furniture and Fixtures 

125 

0 

0 




Capital 




9,000 

0 

0 

Drawings 

(*»s:i 

0 

0 




Purchases 

4,210 

8 

0 




Purchases Returns 




846 

J 

U 

Trade Rxiaaiscs 

177 

0 

0 




Sales 




9,122 

0 

0 

iSalos Rotuni*' 

176 


0 




C'arriage 

497 

1 

» 

0 




Wages (mamifacturing) 

2,147 

0 

0 




Bad Held8 Reserve (as on 1 Jan. I.'J..) 




247 



Salaries 

467 

0 





Bank charges 

' 14 

15 

0 




Heating 

72 


0 



Rates and Taxes 

S4 

0 

I 

0 


! 

1 

Discount Received 

1 


1 

j 62 

7 


Sundry Debtors 

1 :1.7HI 

> 

0 

!fl 

1 

1 

1 

t 

1 

Sundry Cr<?.ditiirR 

1 

1 


1 

1 

1 

' 

: 1,218| 0 

0 

Stock—1 January 19.. 

! 2,643 

1 

0, 0 


1 

i 


• 

Cash at Bank and in hand 

1 

j 1.340 

O' (J 




Fire Insurance 

1 

0. 0 




General Expenses 

149 

1 

0i 0 



1 

1 


1 ■ ■! 

20,495 

8 


20.495 

8 

I 0 

1 
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Charge Depredation on Land and Builditr|;s at 2^%, on 
Plant and Machinery at 10% and on Furniture and Fittings at 
10%, make a reserve of r»% on the Sundry Debtors for Bad 
Del)ts. 

Carry forward the following unexpired amounts— 

(1) Fire Iiisumnce .. Rs. 12 

(2) Rates and Taxes .. Rs. 24 

Charge 5% inteiest on capital. 

The value of the .stock us on 21 December 19.... was 
agreed at Rs. 2,940. 


Jouiiial entries for adjustments 


19.. 

Doc. :u 


To liiinil & ISuildiiisrs -J% on Rs. ^ 

riatil. atnl Macliincry »>ii Rs. 1,427 


, Rs. a. p. 
Dr. .21711 0 


Fnniiturt' and ri\t.ni<'s 10% uii Us. 12.5 


Dor. Ill 

I'noxpiitfd l'’jrr luMirivnro 

To Kiro Iri.siiMMi' ii 

Dr. 

1 

12 

0 



'I’lanslfr of .mioiint prepaid 


’ 


' 

Doc. 31 

I'ucxpirod UaU's and T'-ivos 

Dp 

24 

0 , 

1 

0 


To Rates and Taxi's 

1 

■ 



Tratisfor of amount prepaid 

• • 

1 

1 

1 

1 

i 

' 

Doc. 31 

Bad Di'bt licserve 


57=15 

1 

0 


To iTovision for Bad Debts 


, 




Old Ri'sorvo Us. 247-0-0 




: 


less now ,,*180-1-0 

« 





Dec. 31 

Inten-st on eupit-ai 

Dr. 

450 

0 

0 


To Capital Account- 






1 {>% on Rs. 9,000 

i 






I I ; 

Rs.'a.ip. 


C2i 8 0 

• I 
. I 

142ill 0 

I I ■ 

12 ' 8 ' 0 


12i 0 0 


24 o; 0 


' I ! 

57 , 15 ! 0 


I I 


' I 

' i 

t I I 


450 


0 







Trading and Profit and Toss Account for the year ended 31 December 19 
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Closing Entries 


Journal. 







1 






Ra. 1 a. p. Rs. a. p, 

19.. 





i 

Dee. 

31 

Tradme Account 


Dr. 

8,669 8 0 


1 

To Stuck (at cumniencoinent) 


3,643 0 0 



Purchase 

4,216/8/- 


1 


1 

Loss Kotuins 

846/1/- 


1 3,370 7 0 



Carnages 



437 1 0 


1 

AVages 



2,147 0 0 



Hcsctings 



72 0 0 



Balances tiansferrocl 



1 1 ' 

Deo. 

31 

Saira 

9122/- 

Ih. 1 

^ 1 1 



Less Roluins 

176/- 


S,«)16 0 0 ' 


1 

Stuck (at dose) 


1 

' 2,‘UO 0 0 


1 

To Trading Aecnunt 



n.SHO 0 0 

1 


Baliiiu r s 11(d 


Dec. 31 Tiading Acioiml (gioss piolit) 

])i 

.1,216 

8 

0 

Disc omit 

BidIKIils olclr(s(>\< 2t7 


b2 

7 

1 

1 Less lie n |>io\isii]i 180 I 

To Prolit and L is*- \i mnU 


~i 1 "l 

0 1 
1-116 It 


B il iiuiH ti m 1' i]< (I 


Dec. 31 Piofat jiijil Loss .w (ount Dt 

To Siliiics 

Bunk rhati'< s 
Ttivdo 1 £\ih*hs(‘ 

ll E\fMnsi-. 

kir • Insm.um 50/- 

Ijosri \mount-^:/f 12/- 

llates & Tiywcs 84/- 

IxtiM am untr/i. 24/- 

[X*pre( lation 
l..and <ind Building 
Plant and Mat hiiioiv 
Puraibiiro 

1 Interest on capita) 

Ba1an< transfemnl 


Dee. 31 j Profit and Loss Account Dr | 

To Capital Account 

' Profit Transferred I 



, Capital Account Dr 

I To Drawings Ac count 
I Balance transferred 


1,57‘t 10 0 i 

407 0 0 

It 1> 0 
177 0 0 

M9| 0 0 

3S' 0 0 

I 

I 

I 60 0 0 


62 8 0 
142 n 0 
12 8 ' 0 * 
450 0 0 


J,76‘l 4 0 

, 1,763 4 0 


683 0, 0 

I ' 683 0 0 

I i I 


trample d: 

On 31st December 10..the Ledger Balances other ,t^n 
'the Capital and Drawings Accounts of the Dalhonsie Manufac¬ 
turing Co., were as given below :— 



Rs. 

a. 

p 

Ftjuniture and Fittings 

317 

9 

0 

Wages, manufacturing 

9,482 

11 

0 

Plant and Machinery (additions 




during the year was Rs. 450) .. 

G,472 

4 

0 

Purchases 

16,93'7 

10 

6 

Discount Allowed 

27 

3 

9 

Carriage inward 

265 

4 

0 

Purchased returns 

372 

0 

0 

Sales 

35,874, 

12 

0 

Salaries 

1,517 

5 

0 

Rent 

600 

0 

0 

Loose Tools—1 January 19.. 

431 

7 

6 

Interest on Loan (Repaid June) .. 

12 

12 

0 

Bad Debts 

87 

6 

0 

Advertisement 

125 

0 

0 

Work in progress—1 January 10.. 

725 

4 

0 

leasehold Buildings 

4,000 

0 

0 

Postage and Stationery 

64 

11 

0 

Office Expenses 

123 

3 

6 

Sales Returns 

732 

8 

0 

Stock—1 January 19.. 

11,425 

0 

0 

Insurance 

S2 

8 

0 

Commission 

210 

4 

0 

Telephone and Electricity 

l.78‘ 

7 

6 

Sundry Debtors 

9,736 

3 

6 

Sundry Creditors 

6,887 

3 

9 

.Cash at Bank 

2,730 

8 

0 

Cash in hand 

48 

13 

6 





Duni^ ibe year drawings were made by the propsiefndt at tbe 
rate of fis. 150 per montb. 

On the 31st December 10.. the stock in hand whs valned at, 
Ra. 13,473/8/- the Work-in-Progress was certified at Rs. 0fi2/lS^o 
and the I^oose Tools at Rs. 61.3/8/6. ^ 

You are required to prepare the Trading Account and the 
Profit and Doss Account for the year ended 31st December 19.. 
and Uie Balance Sheet as on that date. The following matters 
are to be taken into consideration before preparing the accounts. 

1. Teii per cent depreciation is to be written off Plant and 
Machinery as on 1 January 19.... and 6% off the additions 
during the year. 

2. It is decided to write off the Lease Account in 20 years 
by equal instalmenlsr 

3. Five per cent depreciation is to be written off Furnituies 
and Fittings. 

4. Wages Account includes Rs. 76, paid for repairing Plant 
and Machinery and materials worth Rs. 03/7/6 was used fof 
that purpose from stores 

5. Fire risk was covered by Insurance for one year, taken 
on the 1 April lO. .. 

6. Wages and Salaries Rs. 837/7/- and Rs. 117/6^ resjpect- 
ively for December remained unpaid. 

7. Telephone ani Blectricity Bills for December—received 
in January was for Rs. 18/3/-. 

8. It is decided to create a Reserve for Bad Debts amounting 
to 6% on the Sundry Debtors. 

No Interest is to be charged on Capital or Drawings. 



Journal Kutries for'Adjustments, 


19.. 
l)t)c. 91 


Dec, 31 


Dm>reciation 
To Tjeaso— 

1/20 of Rs. 4(K)0 
Plant and Machinery 
10 % on Kh. 4022/i/- .. 
.’»% <111 It.s. 4i»()/- 
Ktiniiture -- 
.^5% on K«. 317/9/. 

Amount written off rcspoctivtdy 


Repairs 
To Materials 
Wages 


Dr. 1 640i 9 6 


402/3/6 

22 / 8 /. 


Dr. ! 168 7, 6i 


For repairs oi’ Plant and Machinery done ourselves 


Dec. 31, Dnexpirod Insurance 
To Insurance 

Balance earned forward 


Dr. 20,10; Oi 


Dec. 31 


Dec. 31 


Wages Dr. i 837! 7' 

Salaries 

To Otitstanding Liabilities for wages and salary 
Amounts ilue on wages and salarir,>s aocoimts 
for Doc. 19.. 


i;7! 6; 


Telephone and Elootricity 
To Outstanding Iiiabilities for toleplume 
and electricity 

Amount outstanding fc^r D<>c. 10.. 


Dr. ' 18 3 ! 0 


Doc, 311 Provision for Bad Debts 
1 To Bad Debts Reserve 

6% on sundry debtors 


Dr. 


r 

k 

486!l3j 


200 ! 0 


424,111 6 

! I 

15 14i 0 


1 i 


93 7 
76 0! 


6 

0 


1 

20 loi 0 


95413 

I 


18 3 


48613 



Tradii^ and Profit and Loss Account for the year ended 31 December 19. 
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Balance Sheet as 31 December 19 . 




t4i 


Closli^^ Entries 



Joima] 

Dr 



Or. 

> 


1». 


Rs 

a. 

P* 

ti*. 


p* 

Deo. 31 

Tiadtng Acoonnt 

39,667 

12 

0 





To Stodc 




11,425 

0 

0 


„ Work'ln-Progxeee 




726 

4 

0 


„ Looee Tools 







♦ 

„ Purchsses 16,937 10 6 








„ Less returns 372 0 0 




16,666 

10 

6 


„ Wages manufaotonng 

1 



10,245 

2 

0 


Balances transferred 

1 






Deo. 81 

Sales 36,874 12 0 

1 







Less Betums 732 8 0 

36,142 

4 

0 





Materials need for reps’rs 

93 

7 

6 


1 



Stock 1 

13,473 

8 

0 





Work m Progress 

062 

12 

0 





Loose Tools 

613 

8 

6 





To Trading Account { 




60,186 

8 

0 


Balances Transferred 1 







0 

Dec 31 

Trading Account 

10,627 

12 

0 





To Profit and Loss Account 


1 


10,527 

12 

0 


Grow Profit transferred 


1 





Dec. 31 

1 

Profit and Loss Account 

i 

4,439 

9 

0 





To Salaries 




1,634 

11 

0 


„ ComimsBion 



1 

210 

4 

0 


„ Discount 



1 

27 

8 

9 


„ Rent 




600 

0 

0 


„ Interest 




12 

18 

0 


„ Advertisement * 




125 

0 

0 


„ Postage and Stationery 




64 

11 

0 


„ Office Expenses 


1 


123 

a 

6 


„ Insurance 




61 

14 

0 


„ Tdephone and ElOctncity 

1 



> lOd 

1 10 

1 6 


„ Repairs 




166 

1 7 

6 


„ Bad Debts 




SI 

’ 6 

1 0 


„ Depreciation 




640 

) 9 

1 6 


„ ProTiBion for Bad Debts 


1 


m 

1 18 

0 


Balances transferred 







f 

Dee. 81 

1 

1 

> 

1 

6,088 

1 ^ 

3 





1 To Capital Account 


1 


6,088 

1 i 

! 8 


Profit transferred 


1 





Deo. 81 

Cajntal Aooount 

1,800 

0 

> 0 





To Drawings Aeoonnt 



■ 

1,80C 

K c 

0 


Bslaaces kansfettad 



1 





la 


140 


Example: 

R. C. Mallik commences business on 1 July 1941 with a 
capital of Rs. 10,000. His transactions for the month of July 
are as follows: 

Write up the books of accounts and prepare the Trial Balance 
as at 31.7.41. 

July 1 He had cash in hand Rs. 200 of which he transferred’* 
a small amount of Rs. 50 to the Petty Cash Account 
and at Bank Rs. 9,800. 

1 Bought on-credit Plant and Machinery worth Rs. 5,000. 

2 Paid Rs. 4,000 by cheque in payment for Plant and 

Machinery. 

Paid carriage hire Rs. 3 from Petty cash. 

Bought I’urniture and Fbcture worth Rs. 226. Paid 
Rs. 10 as an advance paymept from Petty cash. 

3 Paid Rs. 50 in cash and Rs. 166 by cheque on Furniture 

and Fixture account in full payment of the balance. 
Paid for travelling expenses Rs. 2/8/0, from Petty cash. 
Bought goods from Glass Works Ltd., Rs. 100. 

4 Purchased Office miscellaneous goods for cash Rs. 6 

and paid from Petty cash. 

Office expenses (tea) Rs. 1/8/0, paid from Petty cash. 
Travelling expenses Rs. 1/12/0, paid from Petty cash. 
Bought goods from Indian Chemist & Druggists 
Rs. 160; Paid Rs. 60 by cash as initial payment. 

5 Stationery Rs. 3/8/0 for cash. Paid from Petty cash. 
Office expenses (tea) Rs. l/4/O, paid from Petty cash. 
Bought goods worth Rs. 126‘by cheque. 

6 Paid Glass Works Ltd. Rs. 100, in full. 

Bought card-board and cartons for Rs. 26 by cash. 
Paid travelling expenses Rs. 1/6/0, from Petty cash. 
Paid up Indian Chemist & Druggists Rs. 100 in full 
by cheque. 

Bought Stationery of Rs. 16 by cash. ^ 

Paid to Printing Works Rs. 28 by cheque. 

8 Sold to Goodwill & Co. goods worth Rs. 96. 

Paid for Advertisement expenses Rs. 26 by cheque. 
Bought Postage Stamps Rs. 3. 

9 Bought goods worth Rs, 48 by cheque. 

Travelling As. 8, 
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10 Bixsw from Baxik for Office Cash Rs. 70. 

Paid Rent Rs. 50 by Cash. 

Received from Goodwill & Co. Rs. 76 by dieque 
on account. 

Sold goods to Haralal & Sons Rs. 120. 

Sold goods for cash Rs. 25. 

11 Bought goods from Rama Rao Rb. 155. 

Paid him Rs. 146 by clieque being allowed discount 
Rs. 6. 

12 Paid wages for the first week Rs. 30 by cash. 

Sold goods to Friends Medical Hall Rs. 200. 

Sold goods for cash Rs. 26. 

Paid freight Rs. 15. 

Sold to Sur & Co. goods worth Rs. 60. 

13 Bought gopds^ from Bhattacharya & Co. Rs. 125. 
Received from Friends Medical Hall a cheque of 

Rs. 190, and banked the same , Allowed discount 
Rs. 10. 

15 Bought of Muldierji & Co. goods worth Rs. 276. 

Sold to Naudan Medical Hall goods worth Rs. 426. 
Paid Bhattacharya & Co. Rs. 100 and returned 
goods worth R*-'. 25. 

Drew from Bank for establishment Rs. 110. 

Salary to clerks Rs. 50, Rs. 30, wages for the second 
week Rs. 30. 

Sold to Ghosh Bros, goods worth Rs. 40. 

16 Received from Nandan Medical Hall Rs. 126 bv cash 

and Rs. 279 by cheque : allowed them discount 
Rs. 21. 

Deposited ’^^ith the Bank.Rs. 100. 

Sold goods worth Rs. 10 by cash. * 

Sold goods to Sen & Co. Rs. 76. 

17 Bought goods from Popular Stores worth Rs. 120. 

Paid for Carriage hire Rs. 26 by cash. 

Received cheque Rs. 76 from Sen & Co. 

18 Bought Postage Stamps Rs. 6. 

Cheque of Friends Medical Hall was dishonouied, 

19 Sold goods to H. Datta & Sons for Rs. *80. 

Received from Friends Medical Hall Rs. 190 m cash. 
Paid Rs. 100 to the Bank. 

Sur & Co. refused the goods, not beit^ up to the sample. 
Freigpiit paid Rs. 7/8/0, from Petty Cash. * 
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20 Paid Popular Stores Rs. 85 and ^returned gopds^ 
worth Rs. 63 as they were dsunaged, being aHowad* 
discount Rs. 2. / 

Travelling expenses Rs. 2/8/0, paid from Petty Cash. 
Stationery Rs. 5, paid from Petty Cash. 

Postage Rs, 1/2/0, paid from Petty Cash. 

22 Sold goods worth Rs. 66 by cash. 

Gave Rs. 30 to Petty Cashier. 

Paid wages for the third week Rs. 30. 

23 Bought goods for cash Rs. 30. 

Ghosh Bros, refused the goods being damaged 
in transaction. 

Paid on Plant & Machinery account Rs. 1,000by cheque. 

24 Office expenses Rs. 3/8/0, paid from Petty Cash. 

Drew from Bank for office cash ]^. 75. 

Paid on Advertisement account Rs. 20 by cash. . 

25 Received from H. Datta & Sons Rs. 80 by dieque. 

R. C. Mallik drew Rs. 200 by cheque for his personal 

expenses. 

26 Bought goods for cash Rs. 50. 

Stationery purchase for cash Rs. 4/8/0, paid from Petty 
Cash. 

Office expenses (tea) Rs. 1/8/0, paid from Petty Cash. 

27 Paid freight Rs. 5, from Petty Cash. 

Sold goods for cash Rs. 16. 

29 The cheque of H. Datta & Sons was didionoured. 

Paid wages Rs. 30 for the fourth week. 

30 Received from H. Datta & Sons Rs. 80 by cash. 

31 Paid for Travelling expenses Rs. 3/8/0, paid from Petty 

Cash. 

Stationery Rs. 16 by cash. 
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4 




^ttfchase Day Book 


Date 1 Particolars 

Ledger 

folio 

Rs. 

1941 ; 

Joly 3 Glass Works Dtd. 

4 

100 

0 

0 

„ 4 Indian Chemists & Druggists 

5 

160 

0 

0 

,, 111 Rama Rao 

6 

160 

0 

0 

„ 13l Bhattacharya & Co. 

„ 15 Mttkherjee & Co. 

7 

126 

0 

0 

8 

276 

0 

0 

„ 171 Popular Stores 

9 

120 

0 

0 

1 • 


920 

0 

_0 


Ojh 26 






1 Sales Day Book 


Date 

Particulars 

Ledger 

folio 

Rb. 

as. p. 

-- 

• ^ 



- 


1941 






July 8 

Goodwill & Co, 

10 

95 

0 

0 

» 10 

Haralal & Sons 

11 

120 

0 

0 

>, 12 

Friends Medfcal Hall 

12 

200 

0 

0 

M 

Sur&Co. 

14 

60 

0 

0 

„ 16 

Nandan Medical Hall 

IS 

425 

0 

0 


Ghosh Bros. 

16 

40 

0 

0 

» 16 

Sen & Co. 

17 

75 

0 

0 

19 

H. Dutt & Sons 

13 

80 

0 

0 


_■ . .—-- 


1,095 

i 

0 


G/L 24 





1 
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, Returns Inwards Book 


Date 

Particulars 

i 

1 

Ledger! 

folio 

; 1 

1 

Rs. { 

as. 

P- 

1941 



1 ! 

i ! 
1 


July 19 

Sur & Co 

14 


1 


» 23 

Ghosh Bros. 

16 

40 

1 



1 


100 

0 

0 


Gfh 26 


Return Outwards Book 


Date 

1 

1 

Particulars jLedger 

i folio 

Rs. 


1941 

! 




July 16 

Bhattacharya & Co. | 7 

i. 

25 

0 

0 

,, 20 

Popular Stores i 9 

1 

63 

0 

0 


1 

» 

% f 

1 

78 

0 

0 


Glt"2i' 


























Cash Book 



0 0 efil't 0 0,96 ' P/qi eoanisao; 
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21 

LEDGER 

21 

Dr. 

Capital Account 

Cr. 




1 ! 

1941 ' 






1 ' 

July 1 By Cash 

t 

CB.I 

10,000 

0 



i 1 1 _ 

— 




22 


22 


Dr. 


Plant and Machinery 


Cr. 


mi 

Ja1y2 

28 


To Cash 

CB.1 

1 

4,(K»0 0 0 



1 



ft 

CB.2 

1,000 0| 0 

1 1 


j 1 





5,m\ o' 0 


* 





r 


. 1 1 




23 


23 


Dr. 


P'urniture and I'lxlures 


Cr. 


1041 
July 2 
3 


ToCft-<h 
„ Cnsh 


I 


PC.l 

(’B.l 


lo| 0 

215 0 


225 



4 

Dr. Glass Works Ltd. ' 


1941 






1941 


1 

July 6 

To Cash 

CBl. 

100 

0 

0 

July 3 

By Goods 

BDB. 

' 1 


4 

Cr. 


100 0 


0 


5 

Dr. 


1041 
July 4 
6 


Indian Chemists and Druggists 


To Cash 

CB.1 

60 

0 

0 

July 4 

1 

By Goods !bDB. 

160 

H ff 

CB.1 

100 

0 

0 


1 1 

! 


5 

Cr. 


0,0 



Rama Rao 


1941 


• 

1941 





Julyll 

To Cash CB. 1 

146 0 C 

Julyll 

By Goods 

BDB. 

160 0 

0 

„ Discount CB. 1 

6 0 0 


1 

1 



Bhattachary and Co. 


1041 ' 1941 

)ul>15 To cash i CB.l 100 Oj 0 JulylS By goods BDB. 

* „ Ketum ' 

outwardsi BB.l 26 0 0 


125 0 0 


Mukherji and Co. 


1041 

July31 

To Balance 

(/d 

1 ' 1 

1 1941 

276 0 Juhl6 By goods 

1 

1 

BDB. 

1 

276 0 0 




I 1041 

' Aug 1 Bv Balance 

1 1 

1 

, b/d 

276 0 0 


„ Discount 
„ lletum 


Popular Stores 




If 

II 

CB.2 

* 06 01 o'|, 

»» 

2' 0 

0 

» 



BB.L 

. 63 0 

0 


1 



12(M 0 0 


Goodwill and Co. 

a 

I I I 1941 


July 8 To goods I SDB 96 0 0 JolylO By Cash CB.1 

1 31 „ Balance o/d 


1941 

Aug. 1 To Balance b/d 


95 

0 

20 

0 


75 0 0 
20 0 0 


96 0 0 



4 


m 


Haralal and Sons 


1941 I 1941 

July 10 TogoodH SDB.l 120 0 o|jttly31 

1941 

Ang. I To Balance b/d 120 0 0 


By Balance 



120 0 0 


Friends Medical Hall 


1941 

Julyl2To Goods SDBl 

18 M Cheque 

Dishonoarod CB2 
„ Discount „ 


200 0 o'.Tuljia B\ Cash CB. 1 
I „ Discount „ 

100 0 0 19 „ Gash CB.2 

lOi 0 0i Discount ,, 


400' 0, 0 


190 

1 0 

10 

0 

190 

0 

10 

U 

400 

0 




H. Dutta and Sons 


1941 

rulyl9 To Goods 
29 „ Cheque — 


SDB 1 

80 0 

j 

0 

Tu1y2'» 

By Cash 

CB2 

CB2 

80 0 

0 

.10 

„ Cash 

rB.2 


160 0 

1 

0 

~l 





80 0 0 
80 0 0 

160 0 0 


Sur and Co. 



1 1941 




To Goods SDB.1 

60 0 0, JulvlO 
1 1 

By Beturna 

SB.1 

1 

60 


Nandan Medical Hall 




ooo 








Ghosh Bros. 




Sales Account 


24 

Cr. 





By Cash Sale* 

19 99 »» 

99 99 99 

99 99 99 

99 99 99 

„ Sundries 
as per Sales 
Day Book 


OB.1 

0B.1 

CB.1 

OB^ 

CB.2 


1 



26 

Dr. Purchases Account 


i 


1941 

July 6 To Cash CB.l' 

« 9 „ „ CBl* 

„ 23 „ „ CB 2 

«26 „ „ CB2 

„ 31 „ Sundnes as 

per B D.B 1 


126 0 0 
48 0 0 
30 0 0 
50 0 0 

920 0 0 


1,178 0| 















27 

Dr. 



m 




Returns Outward 


■ 27 
Cr. 




1041 



1 



JulySl 

By Sundries 


I 


% 


28 

Dr. 



Postage 


28 

Cr. 

1941 

JulySl 

1 

To Sundries iPC.! 

1 

9 


1! 

o!! 

1! 








29 2g 

Dr Printing and Stationery Cr. 


1041 








1 

! 

July 6 

To Cash 

CB.l 

28 

0 

<►; 



1 

6 

9f 

CB.l 

16 

0 

0 



i 

20 

99 99 

0B.2 

1.6 

0 

0 




»1 

99 

PC.1 

13 

0 

0 

1 





7lj 0 

0 

1 

s 

t 1 

1 1 









.._i _ 


30 30 

Dr. Travelling . Cr. 


1041 

1 

1 




} 

< 


JulySl 

To Sundries PC.l 

i 

12 

2 

0 


1 




31 31 

Dr. Carriage and Freight Cr. 


1941 

Julyl2 

17 

31 

To Cash 

»f 99 

„ Sundries 

CB.I 

CB.2 

PC.1 

16 

26 

16 

1 

1 









66 

8 

n 







-,,,a,-;T8i. 




□ 






















Isft 


32 ' 

Dr. Salary and Wages 






“ 

““ 



Jnlv 12 To Cash 

CBl 

SO 

0 

0 



i:> 

M tt 

CBl 

no 

0 

0 



22 

!• » 

(B2 

30 

0 

0 



29 

f» t 

CB2 

30 

0 

0 






200 

~0 

O 1 











33 

Dr Office Expenses 


1941 

July 31 To Sundries 

PCI ^ 

t 

1212 

0 


34 




Dr 


Rent 

” ~ 1 

1941 

July 10 To Cash 

! 

» 

CBl 1 

1 

1 

50 (i 

1 

0 

1 

1 

36 





Dr Adveitisement 


1941 1 

July 9,To Cash 

CB 1 

2.9 

1 

0| 0 


• 

24 

ft tf 

CiB2 

20 

oj 0 




36 

Di. 


1941 
July 6 


To Cadi 


Cardboard and Cartons 


CB.1 


26 


0 ^ 



33 

Cr. 




33 

Cr. 


34 

Cr. 


36 

Cr. 


36 

Cr 


IHl 

JaWTo CMb 


Drawings 



Discount Allowed 


1041 

JttlySl To Sundries CB.2 


4I| 0 01 


Discount Received 







1041 

• 1 

1 







JulySl 

BySnndiios OB.2 ' 17 

0 


Trial Balance as at 31 July 1941 


Capital Account 
Plant A Machinery 
Fnmitore A Fixtnces 
MnUierii A Co. 
Qoodviil A Co. 
Haralal A Sons 
SalM 
Pnrohase 
Return Inwards 
Retoxn Outwasds 
Stamp A PoRta^ 
Printing A Stationery 
TraTelling 
Carriage A Freight 
A WagM 
Office Expenaea 
Rent 

Adeertiaemmit 

IHaoonnt Allowf4 
Diaooaat ReoeiTBd 
GardhoanA A Oatton 
Orawinga 
Oi Mi h in harid 
„ at Bank 
Petty cash in hand 


6,000 


Be. 

10 , 000 ' 


as. p. 
■fO! 0 


j 0 0 

I 0 0 

( 0 , 0 


2 0 
0 , 0 
t 2* 0 
8 0 
0 0 
12 0 | 


25 

200 

06 

4.1S3 

7 


11,500 


IMOO 








1947. <Uve necessary .adjustments tn rectify 

' ' * V ■ ' 



an4’':“^^ 


i •' *> 

' d Aii^ * 'i 


lli the purchase of Office Furniture cos^ 

'been passed through the Purchase Day Boi^, ; 

i' Wages paid to workmen Rs. 700 for making «l4':4 

;•'. benches for the factory had been cha^ «^nge», rj 

‘ ' ' *!l»" . .1 *(" 

Account. ’ 

.-A*''.- 

3. A Sale of Rs. 600 to New Stores was wrongly cif^t«4 
‘ their account. 

4. The addition of the Returns Outward Book had hesesd; > 
cast and posted Rs. 100 short. 

6l Cost of Cement amounting to Rs. 1,000 for exte^i^^ 
of the building had been charged to Repairs Account*: , 

6. A purchase for Rs. 97-6-0 from Das & Sons was credi^^^ 
to their account as Rs. 90-7-6. C'.v. 

7 The Sales Day Book was over cast Rs, *200. . 

5. Goods amounting to Rs. 76 was returned by A%tt^m«^ 
It was taken into stock but no entry thereci.,^'^ 

: in the books. < 

' 9.* A Bill Receivable for Rs. 79 received 
, was dishonoured on maturity and was postef’'TO 
debit of "Allowance Account". 


• ? ^ . 
■!. . ' 'J ‘J • 


was dishonoured on maturity and was 
debit of "Allowance Account". 


5v:i(k > purchase of .goods from Ray & Ray Wooo^ ’W 

,'r" . .lib-. AAn nrae wronorlv Ptrtered thrOUfidl the sales Book* 


SiiMlBtedit Sale of Rs, 600 to Bahixlal .h^.|!een'Wrp^E^ 

^ A-,... '' ’ ' - ■ 








13. An withdrawal amounting to Rs. 600 by the proprietor 
had been debited to the Salary Account. 

14. A contractor’s bill for extension of premises amounting 
to Rs, 2,600 had been debited to the Wages Account. 


Solution 


1 Furniture & Fitting.s A/c. Dr, 
To Purchase A/c. 

Being J'urnitnre Ixnight, 
wrongly charged 1 o I’urcliase 
A/c. 


3751 0 0,1 


375 ’ 0 0 


2 Furniture & Idttings A/c. m. 
To Wages A/c. 

Being wages for making 
furniture \\ roiigly charged 
to W'ages A/c. 


700 0 0: 


5 Building A/c. 

To Repairs A/c. 

Being Cost of extension of 
Building \\r«)iigly charged 
to Repairs Account. 


Dr. ! 1,000 0 O' 


1,000, 01 0 


8 Returns Inwanl A/c. 

To the Customer's A;c. 
Being entry omitted thnnigh 
oversight, now rectified. 


75 0 O' 


7& 0 0 


9 : Sankar Rao 
I To Allow^ancps A;c. 


Being correction for wrung 
entry made in the Allow¬ 
ances A/c. 


79 0, 0 


79 0 0 




10 i (a) Sales Account Dr. | 

j To Ray & Ray 

I Being cancellation of 

i the wrong entry. | 

i 

(6) Purchase Account Dr. I 
I To Ray & Ray | 

' To record the credit ^ 


j purchase from 

1 latter. 

the 

11 ' («) Babulal A/c. 

! To I’urcliat^^ A/c. 

Dr. 

; Being cancellation 

1 the wrong entry. 

of 

i (b) Balmlal A/c. 

! To Sales A/c. 

Dr. 

1 

; Being entry to record 

1 the Credit t^ale. 

1 t 

12 j Jadu A/c. 

j To Manilklal A/c. 

1 

1 

Dr. ; 

! 

Being recti t^cati on 

wrong ])osting. 

for 

* 

1 

13 ! Drawing’s A/c. 
j To SaUry A/c. 

Dr. 

1 

j Being rectification 

for 1 

^ wrong ])osting. 

. i 

i 

14 i Building A/c. 

To Wages A/c. 

Dr. 

1 

i Being rectification 

for j 

] wrong posting. 

! 


j 
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3, The New Stores Account will be debited with Rs. 1,000 
being double the amount of the wrong credit. 

4, The Total of the Returns Outward Book should be brought 

to the Cf)rrect figure and Rs. 100 more would be posted to 
the Returns Outward Account. g 

6. A further sum of Rs fi-14-0 would be posted to the credit 
of Das & .Sous. 

7. The total of Sales Day Book will be altered to the correct 
figure and Rs. 2oo will be debited to the Sales Account 
giving reference to the errors in casting. 

Example: • * 

Rectify the following eirors 

1. A Bill of Rs. 700/- lor Ihuiiiture sold to Nalini Roy was 

entered in the Sales Day Book. 

2. A Cash Sale of Rs, 200/- 1o Brojolal was credited to his > 

personal account in the hedger 

3. Goods sold for Rs. 3.“>/9/0 posted to the tlebit of charges. 

4. Rs. 10/13/0 for wages to workmen for erecting the firm’s 

new machinery charged to Wages Account. 

• 

5. Rs. 4.’)/- cost ol lepairing roof of a slicd charged to Building 

Account • 

6. Rs. 1,000/- pan! h»i the imrclnise of sporting guns for one 

of tlie I’aiti'cis h.id been charged to General Expenses 
Account. 

V 

7. A Bill Receiv.able accepted by Ranganathan for Rs. 300/- ' 

which luis been sent to the bankers for collection ha\'ing 
been di.'i.honoured and leturued by the Bank has been 
debited to Bill Receivable Account. 

8. A Chetpie for Rs. 200/- drawn for petty cash and handed 

over lo the cashier has not been posted to petty cash. 



m 


tHscount of Rs. 20/- was credited to Rustomji’s aliseouiit 
but was omitted to be etiteied ia the Discount column 
of Cash Book 


Sales A^c 
To Kurmtuie Ail 
Being the Sales of I'liniitme 
wrongly passed through the 
Sales Book 


Dr 


2 Biojolal A/c 

To C ish Sales A t 

Being the rutilication oi a 

credit to wning a,c 


Di 


2 {a) vSuspenst Ac Dr 

To Clnrgos Ale 
Bting the caiictllmon 
ol the \Moiig entn 


(b) Partv’s A V 1 )r 

To Sales A/c 
Being the coricct oiitr}'^ 


4 Machiner> A/C 
' To Wages A/t 

Being the rcctilicatiou of the 
entry in error 


Dr 


Repairs A/c 'Di 

To Building A/c 
Being the amount wrongly 
debited in the latter a/c 
now adjusted 


roo 0 0, 


200 0 0 


:k“) 0 ft 


*tr) 0 b 


ioi:{ (i 


45 0 0 


fOOl 0 


200 ' 0 


35 9l (1 


35 ' 9! 


IO1I3 


45 0 C 




Drawings A/c. 

To General expenses A/c. 
Being the amount spent for 
the per.soiKil use of the 
partner wrongly charged tt) 
the latter a/c. 


Dr. I l.OOOj 0| 




Runganathan Dr i 300 0 

Tt) Bills Receivable A/c. 

Being the adjustment of i 

wrong debit given to Bills ' 
Receivable A/c. 


Debit the amount in the 
Petty Cash account in 
Dedger. 


Discount A/c. 

To Suspense A/c. 

Being the omission of a 
Debit on Discount Account 
now rectified. 


20 0 


i,ooa| 0 0 

i 

» 

I 

{ 


I 

30o! oi 0 

‘ I 


I 


! 

I 

I ‘ 

i 


; I 

20 . o' 0 

I 

I i 

! t 


Example: 

The difference in Trial Balance haviog been transferred 
to a Suspense Account openeil for the purp'o.se, 3 ’^ou are required 
to pass the rectifying Journal entries on the following errors 
which have been subseciuently discovered. Show how the 
difference in books arises, show also how they affect the Profit 
and Loss Account and the Balance Sheet and open the Suspense 
Account:— 


(a) The total of purchase book was under-cast by Rs. 1000/-. 

(b) A cheque paid to N. Bose &Co., for Rs. 500/-for purchase 
of Furniture w'as posted from the Cash Book to the Apparatus 
Account. 






(c) A cheque received from Rama for Rs, 300/- returned by 
Bank as dislionoured was debited to Discount Account. 

(d) Wages and materials paid for the erection of a machine 
debited to these two acconuts Rs. 400,'- and Rs. COO/- res¬ 
pectively. 

(e) The credit side of H. IMa/.iundar’s Account in the ledger 
has been over-cast by Rs. 100/-. 

(f) A balance oi Rs. 100/- owing l)y B. Gnha, a customer has 
been omitted from the list of debtors. 

(g) Kxj)enses Prep.iid Account <)f Rs. 50/- was not brought 

forward fnmi previous year’s book. 

• •* 

(h) A credit sale of Rs. 152/- was ])oste(1 ft*)!!! sales book to 
the debit of B. N. Roy's Account as Rs 125/-, 

(i) The total of the Sales Day Book for famuiry was over-cast 
by Rs. 200,'-. 

(j) The total of the Returns Outwards Book f«>r November 
was under-cast by Rs. -‘.50/-, 

Rectifying Krrors : 

(a) i Purchase a/c • Dr 

I To Susi)ense a/c. 

I Being the •adjustment of 

I short debit of the former a/c. 


(6) j Furniture a/c. l>r. 

To Apparatus a/c. 

Being the wrong posting . 
in the latter a/c. now adjiLsted.j 

(c) i Rama’s a/c. Dr. j 

; To Discount a/c. ■ 

I Being the amount wrongly 

1 debited to the latter a/c. | 

i now adjusted. { 


1 , 000 ; ol 0 

1 



1 

1 

1 


: 1,000 

0 

0 

1 • 

1 

500 0 

0 

■ 



j 


500 

' 

} 

( 

0 

0 

0 

0 

1 

I 





300 

1 

I 

0 


i 

1 

1 

1 








m 


{d) 1 Machinery a/c. 

To Wages a c. 

Materials a/c. 

Being the Capital expen¬ 
ses wrongly charged to 
Revenue expenses now 
revised. 




if) 


ig) 


(h) 


(0 


H. Majiundar’s a/c. I >r. 

To SusiKiiise a/c. 

Being the adiiistnient of 
exee.ss credit 


Sundry Dehtois a/c Dr. 

To Suspense a/c. 

Being the correct record 
made in the list of sundry 
debtors. 


Prepaid expciiseb a/c 
Tt> Suspense a/c. 

Being omission of Prepaul 
exj)ense item of last yeai 
now bnnight in. 


Pr. 


B. N. Roy's a 'c IV. 

To Suspense a/c. 

Being the correction of 
short debit. 


Sales a/c. 

To Suspense a/c. 

Being the correction of an 
over credit. 


Dr. 


Dr. 1,000' 0 0 


• <1 


I i; 


100 0 0 


100 0 0 


no 0 0 


27 0 0 


I I 


200 , 0 0 


400 ^ o; 0 

600’ 01 0 


100 0 0 


100 0 0 


i i 


50' 0, 0 


27 0 0 


200 


1 I 




O' 0 


Dr 

4501 0 0 


450 


0 


(;) Suspense a/c. 

To Return's Outwaids a'c. 
Being the shoit credit 
adjusted 


Cr. 


The difference ui Trial Balance arises as under — 

Dr Cr. 


(a) Short debit 
(&) Docs not a fleet agreement 
of Trial Balance 
(c) 1)0 Do 

{(i) Do Do 

(<) Kxccss credit * 

(J) Shoit debit 
(^') Short debit 
(/i) Shoit debit 

(i) Ovei Cl edit 

(j) Short Cl edit 
Dilfticiicc 111 Tn.d 
Balance jmt to Siisp( use a/t 


1,000 


0 0 


f ")0 0 0 

1,027 0 0 
_ . I 

1,477 0 0 


100 

100 

50 

27 


0 
0 
O' 
0 | 0 


200 0l 0 



1,477 0, 0 


Effect 111 the Profit and Doss a'c. and the Balau e Sheet. 

(a) The totrl pifrchase is decreasi'd I'lolit will be increased 
by Rb 1000/-, so the total puichase would be incicased 
by Rs 1000/- for correctness 

(b) No effect in P At D. .I'c. .ind in Balance Sheet. 

• 

(c) Discount is a Revenue expenditure and as a result of 
that. Profit w ill be decreased by Rs 500/- and the total 
Debtors in Balance Sheet will be deci eased by Rs 300/-. 

(d) The tw'o items should be charged as Capital Expenses but 
were wrongly cliarged to Revenue Expenses. So after 
adjustment profit will be increased. 



ltd 


{e) This will affect the Balance Sheet. Total Debtors a/c. 
will be decreased by Rs. 100/-. 

(/) Similar to [c). 

(^) This would increase the profit by Rs. 50/-, 

[h) Tlii.s will affect the Balance Sheet. Total debtors will 
be decreased by Rs. 27/-. 

{i) This will affect the P. & ly. a/c. In P. & a/c. the profit 
will be increased by Rs. 200/- as the total sale is increased 
by Rs. 200/-. 

(j) Purchase will be iucrea.sed by Rs. 450/-. I’rolit will be 
decreased by the same aiuounl. After adjustment, 
profit will be increased by Rs. 450/-. 


vSuspense Account 

Dr. Cr. 


To difference in 




Trial Balance 

1,027 0 0 

Bv Purchase A/c. 

1 > 

1,000 0 0 

„ Returns Out¬ 


I ,, H. Majumdar A/c. 

100 0 0 

wards 

450 0 0 

,, B, Gupta A/c. 

100 0 0 


1 

,, Prepaid expenses 




i A/c. 

50 0 0 



1 ,. B. N. Roy A/c. 

27 0 0 



„ Sales A/c. 

• 

200 0 0 


1,477 0 0 ! 

1 


i;477'0'0 


Example ; 

In taking out a Trial Balance, a Book keeper finds that 
he is out by Rs. 38-1-5 being too much on the debit side. He 
closed the books by placing the difference to a newly opened 
Sus\)euse Account wliich is carried forward. In the next period, 
he discovers that (a) a credit item of Rs. 97-6-11 has been debited 
to a personal account as Rs. 79-11-6. (b) a sum of Rs. 95-0-0 
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Written Off Fixtures A/c. as depreciation lias not been posted to 
Depreciation Account. (c) Rs. 1500/- paid for Furniture purchased 
has been charged to ordinary Purchase Account, (d) A discount 
of Rs. 37-6-9 allowed to a customer has been credited to him as 
Rs. 36-7-9. (e) The total of the Inwards Returns has been added 
Rs. 9/- short, (f) An item of sale for Rs. 59/- was posted as 
Rs. 95/- ill the v^ales Account. 

Give the correcting entries and prepare the vSusiiensc Account. 
State also the ultimate effect of these correcting entries on the 
Profit and Loss Account. 


Solution : 


vSuspense Life. 1 

T(» Personal a 'c. 

Being the rectiJication of a 
wrong debit to tlH‘ latter a/c. 
with Rs. 97-11-6 instead (jf a 
credit to that account with Rs. 
97-6-11. 


Profit and Loss Adjustment a/c. Dr. 
To Suspense a/o. 

Being the rectification of omis¬ 
sion to post the amount of de¬ 
preciation on Fixtures 


177 2 


1)5 Oi 0' 


177; 2| 6 


95 O! 0 


Furniture a/c. * Dr. 

’ m 

To Profit and Loss adjustment a/c. 
Being the rectification of a 
wrong debit given to Purchase 
a/c. last year. 


1,500 0: O ; 


1,500, Oi 0 


To Suspense a/c. D 

Customers a/c. 

Being the rectification of a short 
credit given to the latter a/c. in 
respect of discount allowed. 


015 0 




w 


(/) 


Profit and l/oss Adjustment a/c. Dr. 
To Suspense a/c. 

Being rectification of an error 
in the total of Returns Inward 
Book. 


Profit and Loss Adjustment a/c Dr. 
To Suspense a/c. 

Being the rectification of excess 
credit given to Sales a/c. in last 
year. 


9 


oi oli 


36 0 0 


91 


0 0 


36 0 0 


Suspense Account 


To personal a/c. 
To customers a/c. 


177 2 5 By Balance 38 1 5 

0 IT) 0 adjustment a/c. 95 0 U 

Do 9 0 0 

Do. 36 0 0 


178 1 5 


178 1 5 


As a result of lectification, the 1\ ^ L. will be aftected by 
Rs. 1360/- (1,500—140- 1360/-.) 


Iflit 


EXERCISE 

1 

1. Explain fully the theory of Double Entry Book Keeping 
and its benefits. 

2. Why should the busiuessmen record their tKiti&aclions 
in books of accountb 

3. In the foUowiiig transactions iiiid out the receiver and the 
giver. 


1 . Robin started business with a Capital of 

5,000 0 0 

2. Bought goods for casli 

2,000 0 0 

3. Sold goods to Satis 

1,000 0 0 

4. Bought goods from Jadulal 

1,500 0 0 

5. Received from Satis 

1,000 0 0 

6 . Paid to Jadulal 

1,500 0 0 

7. Paid for Postage Stamps 

20 0 0 

8 Sold goods for cash 

500 0 0 

9. Sold goods to Ram 

oOO 0 0 

10. Paid house rent 

125 0 0 


4. What do you understand by Debit and Credit ? 

5. What are the possible errors which may liaiipen in Book 
Keeping and jjow can they be detected and rec.ilied.'’ 

6 . What IS meai^t by Double ICntry system of Book Keepiug.** 

How does it differ from Single Entry system ? Illustrate 
with two examples and indicate the advantages of the 
first system over the second, (Cal. Uui.) 


II • 

1. What do you mean by “Accounts” ? Explain by giving 
examples. 

2. Explain clearly the meaning of Debit Balance and Credit 
Balance. 

3. De fine Debtor and Creditor and in the following transacUons 
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find out the Debtor and the Creditor, 


1. Bhupeii starts a shop with a capital of 

2. Bought goods for cash 
11. Bought Furniture 

4. Sold goods to Parcs 

5. Bought goods from Das Brothers .. 

6. Sold goods for Cash 

7. Paid .Salary 

H. Paid to Das Brothers 
9. Received from i’ares 
10. Paid for Advertisement 


Rs. 5,000 0 0 
„ 2,600 0 0 
„ 1,000 0 0 
„ 2,500 0 0 
„ 1,500 0 0 
„ 750 0 0 

„ 100 0 0 
„ 1,500 0 0 
„ 2,000 0 0 
„ 250 0 0 


4, (a) What is meant by Real and Nominal Accounts ? 

What is the difference between the t\vo and how are they 
closed ? 

{h) To what category do the following accoiints belong 
and what is usually the nature of their closing balances 
(j) Bills Receivable 
(it) Idaiit and Machinery. 

(Cal. Uni.). 

5. What is a Tycdger ? 

How are accounts classilied ? Give example of each 
class. (Cal. Uni.) 


Ill 

1 . For what ]>urpost dots a trader keep a Purchase Book? 

Rule a form suitable for a Purchase Book. 

• 

2. How many kinds of Returns Book.A are there ? Rule 
a foim suitable for a Purchase RoUirns Book. Is there 
any other name for the book ? 

(Cal. Uni.) 

3. \Wiat is meant by an ‘'Analysis Purchase Book” ? What 
are it.s special uses and advantages ? 

Rule a form of “Analysis Purchase Book” suitable for an 
undertaking dealing in (f) Groceries, (n) Provisions, 
(w) Wines and spirits, and (n*) Household requisites. 
Pass specimen entries through this book. 


(Cal. Uni.) 




■ tn 

4. Enter the following particulars in the Purchases. Book :— 
1941 

March 1. Bought from B. Roy & Co. 3 cricket balls @Rs. 10/- 
each. 

^3. Bought from Sen & Sons 10 tennis balls @ Rs. 16/- 
per dozen. 

5, Bought of G. Roy & Co. 3 hockey sticks @ Rs. 
6 /8/- each. 

9. Bought of Ahmed Ali & Co. 5 footballs @ Rs. 19/- 
each. 

10. Bought from A. Coomar &. Co. 14 tennis balls® 1/12/- 
each. 


5. From the following j)articulars make out the Purchases 
Book of Messrs Kaiiubhai & l^albhai :— 

1940 

April 1. Bought of S. K. Das 5 almirahs @ 142/- eacli. 

2. Bought of B. vSanna & Co. 2 dozens exercise books of 

which 1 dozen @ 5/12/- per dozen and the other 
@ Rs. 7/- per dozen, 

3. Bought of Das & Co. C dozens pencils @ Rs. 8/- per 

dozen. 

4. Bought of D^ Bose 15 towels @ Rs. 1 /8/- each. 

5. Bought of Calcutta Research Ltd. 10 dozens tooth 

paste @ Rs. 9/2/- per dozen. 

6 . Bought of Naseem & Co. 5 grosses Leather Bells @ 

Rs. 6/4/- j)er dozen, 

7. Bought of A. Martin 7 dozens looking glasses @Re. 1/- 

per piece. 

9. Bought of Variety Stores 16 grosses Talcum Powder 
@ Rs. 10/- per dozen. 

10. Bought 3 dozens ash tray @ each. 

11 . Bought of Indian Paper Ltd. 15 Reams creamlaid 

paper @ Rs. 6/- per ream. 

12. Bou^t 16 umbrellas @ Rs. 20/- per dozen. 
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13. Bought of Bobbin & Co. 1 dozen stamp pad @ -/14/- 

each. 

14. Bought of R. vSikdar & Co. 11 dozens hair oil @ 12/- 

per dozen. 

16, Bought of A. Sen & Bros. 2 dozens diary @ Rs. 1/8/- 
per dozen. 

6 . h'roni the followingiiarticuliirs write up the Purchase Book 

of Chakravurty 8i Sons, cloth inerclianl. 

1941 

May 1. Bought 20 Bcnerasi Sarees from Sundar Sing @ 
Kb. 30/- each. 

May 2 Bought of Baiiga Cotton Mills 100 ordinary dhuties 
(cV Rs. 7/4/- each. 

May 3. Bought of R<iim*u ^cCo , 20 yds of .silk cloth (a Rs. 3/8/- 
]K*t yd 

May 4, Bought from Bombay Cotton Mills 200 ordinary 
vSarces (a) Rs. .6/0/- each. 

May 6. Bought of Abdul Bari .10 shirts (a’ Rs. 4/2/-. 

May 0. Bought of t^ubhas Cotton Mills 24 fins clothsf® Rs. 12/12/- 
each. 

May 9. Bought of JMohmi Mills 60 fiiiesharccs of various designs 
uf) Rs. 0/8/- each 

May 11. Bought fioin Jaya'.ree Cotton Mill? 20 pairs Bed Sheets 
liO Rs. ol- per pair. 

May 15. Bouglit 14 .sets of suits (d' Rs. 26'- per se^. 

May 19. Bought of I^Iadras Cotton Mills 50 ordinary dhuties 
(g'' R.s. 0/1/- each. 

May 20. Bought K. Kashmirilal 10 Sliwals (a^ Rs 25/- each. 

May 24, Bought of Jainuualal Mehta & Sons., 60 jackets 
{d Rs. 4/4/- et.ch. 

7. Write Purchase Returns Book from the toUowing 

transactions. 

1941 

Jan. 4. Returned to Golab Md. 2 shirts, valued Rs. 3/10/- each 
not being up to sample. 
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Jau, 5. Returned to Barman & Co., 5 handkcrcliieves value 
Rs. -/8/- as each, being excess supply. 

„ 6, Returned to Sen Sarma & Co., 1 coat invoiced at 

Rs. 16/8/-. 

„ 7. Returned to Jagadish Barua, one silk i>iinjabi invoiced 

at Rs. 5/8/-. 

„ 8. Returned to Robinson & Co., 5 Hats. 

8. (a) Jvxplain why a Purchase Book or a vSalcs Book is made 
use of in practical book keeping ? (live an elementary form of 
their ruling and explain the method of the use. 

(b) Phiter tlie following tiausaotiniis in a Puichase Book or 
ill .Sales Book, as the case may he. 

• • 

(1) Se])t. 1. Bought from W.l) C 1,000 tons of steam coal 

'u Rs 1, 1- ])er ton 

(2) ,, f). Bought from II B. & Co. 2,(HH) tons rubble 

(ai Rs (>'8/- per ton. 

(.‘1) ,, 7. Bought from A 1).C. 2,000 tons of hard coke 

(a Rs S/4/- per ton, 

(41 ., 0. Sold to C B H chests of tea lor Rs. 260/- 

lyoss a trade disc of 2|%. 

(.)) ,, 10. .Sold to R. K. 5,000 tons of coal at an average 

jirice of Rs. 7/8/- ])cr ton (le.ss a 
Trade Discount of 

f) hhiter the following sales in the Sales Book of a linn. 

1920 

June 2. Sold to A. M. 2 do/.. Travelling iukstand.s @ Rs, -/9/- 

each. 

„ 8. „ „ J. J. 2 IvCtter balances (ai Rs. -/6/G each. 

,, 25. „ „ W. W. doz. Autograph albums @ Rs. 2/6/- 

each. 

„ 26, „ ,, D. R. 1 doz.. Gilt Metal photograph frames 

@ Rs. -/15/9 each. 

„ 27. „ „ R. E. 3 Scrap books half morocco royal @ 

Rs. 4/10/9 each. 


20 



IV 


1 . What is a Cash Book ? 

How would you balance Cash Book ? 

How would you veiify the balance ? (Cal. Uni.) 

2. From the following particulars compile the Cash Book 
of N. M. with cash and bank columns and bring down the 
final balance. 


March I. Cash in ha ad 
2 . Casli at Bank 
2. Pa*d Salaries 

9. To Khaitan & Co,, (by cheque) 

16. Recei^Td from Morgan & Co., (by 

che(]ue paid direct to the bankers) 
lt>. Bought goods from cash (paid flom 
othce cash) 

17. Paid from office cash into liank 
20. Paid sundry creditor.s by cheque 

27. Received from sundry debtors in 

coin and notes 

28. Paul from office cash into Bank 

29. Received fioni sundry debtors (by 

che(|ue paid direct to Bank) 
Morgan & Co’s cheque (returned 
by the Bankers, the same having 
been dishonoured) 

31. Received fiom Morgan & Co. (in coin 
and notes in exchange of their dis- 
hononreil cheque) 


Rs. 


I f 


ff 


9$ 


tf 

f t 


9 9 


99 


99 


99 


II 


1,000 0 0 
600 0 0 
260 0 0 
260 0 0 

400 0 0 

50 0 0 
50 0 0 
70 0 0 

500 0 0 
400 0 0 

2,000 0 0 


400 0 0 


400 0 0 


(Cal. Uni.) 


3. Write up the Cash Book from the following particulars. 


Jan. 


1 

4 

1930 C{i.sh ill hand 

Rs. 

84 

As. 

6 

P- 

3 

3 

li 

Received from Wilson & Co. 

17 

2 

4 

7 

l» 

Paid to Harischandra & Co. 

6 

0 

9 

12 

II 

Paid for Electric Light to Dec. 1929 

2 

13 

6 

16 

»» 

Paid for goods bought for cash 

19 

10 10 

19 

»> 

Received from Wilson & Co. 

26 

4 

9 

28 


for old materials sold 

3 

1.3 

4 



5 0 0 


Jan. 29 1930 Lent to B. C. Sarkar 
„ 30 „ R. Ray repaid the aniount lent to him 

on 1st Dec. 1929 

Principal .. 100 0 0 

Interest .. 2 0 0 

^ (Cal. Urn.) 

4. What do you understand by a “Three Columned Cash 
Book? Give rulings with '‘peciiuen cut lies. 

6. Enter the following transactions in Cash Book with treble 
columns. 

1. Cash in hand Rs. f>00. Cash at Bank Rs. 1,000 

2. Received clnviue fn.in Bn)\\n iS: Co , R.s. 500 and deposited 

same into Bank 

3. Withdrawn from Bank for Olhee R.s. 200 

4. Paid salaries Rs. 2.50 

5. My acceptaiicv paid Bank Rs 200 

rt. J. Plant’.s .acceptance honoiiied ni Cash Rs. .500 

7. Deposited in Bank Rs. 200 

8. Rcceive«l from Grey Co , R*-. 49.5. Discoinit Rs. 5 

9. Bank interest credited Rs. 1(> 

10. Paid to S. Pratt Rs. 990 Discount Rs. 10 

0 . Enter the followingtransactionsintlieCash Book of Prosad 
& Misra. 

Cash in hand Rs. 1*200 ; at Bank Rs. .5,000 

t 

1. Paid salaries—Rs. 2,50 

2. Paid to Dev Roy - Rs. 79 

3. Sold goods for cash —Rs. 1,720 

4. Bills Payable due was met at Bank, Rs. 230 

6. Drew cheque for Petty Cash Rs. 170 

6. Paid P. Sen by cheque Rs. 35 

7. Bank interest credited Rs. 4/8/- 

8. Paid freight etc.,—Rs. 60/2/- 

9. The bill of R. Dey for Rs. 500 previously discounted at 
Bank for Rs. 495 returned dishonoured. 

10, Bills receivable honoured at Bank— Rs. 75 • 
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11. Bank charged incidental expense—Rs. 2 

12. Paid from office cash into Bank Rs. 50 

13. Received from Sundry Debtors in coins and notes Rs, 100 

14. Paid cheque for Rent—Rs. 45 

15. Discounted Burman’s acceptance for Rs, 350 at Bank who 
charged a discount of Rs. 3/8/- only. 

t 

7. Enter the following transactions in the Petty Cash Book 
bringing down the balance in hand at the conclusion. 


1933 

March 1 Received cash from chief cashier 
Paid for postages 
„ Telegrams 

2 „ Ivleclric P>ill • ’ 

3 „ to Dying Co., for cleaning 
,, for coal for firing 

4 ,, fares for Midnapore 

0 ,, 2 I’ostages 

„ for samples sent 
„ for Telegram to London 
7 ,, for new Copying Press (Furniture) 

,, Postages 
„ Bus fare 

10 „ for typewriting paper 


Rs. As P. 

00 0 0 
0 4 f) 

0 13 0 
5 7 0 
0 15 8 
1 15 6 
0 5 0 
0 14 9 
0 13 6 ( 
13 8 0 
20 0 0 
1 7 0 

0 4 0 
1 9 0 

(Cal. Uni.) 


8 , From the following particulars compile Cash Book of S. 
Bliattacharjee (ruling the necessary form), and t 
balance of ca.sh in hand as on January 31sf, 1933 

Jan. 1 Cash in liand 

2 Received from P. Roy interest on Loan 

3 Paid to Chakravorty & Co., for stationery 

4 Paid for electric light for Dec. 1932 

5 Paid for goods 

6 Received advance from S. Mitter 

8 Received from old materials sold 

9 Received from P. Roy, Principal 
15 Lent to R. Banerjee 
21 Paid for postages and telegram 
31 Paid salary to staff 


down 

the 

2,000 

0 

0 

105 

0 

0 

32 

0 

0 

23 

0 

0 

199 

0 

0 

500 

0 

0 

29 

0 

0 

1,000 

0 

0 

1,700 

0 

0 

9 

0 

0 

200 

0 

0 


X 
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9. Write out Petty Cash Book on the Imprest System from 
the undermentioned particulars. 

On the 1 January a cheque was drawn for Rs. 80/- for Petty 
cash. On 2 January postage stamps of Rs. 13/8/-were bought, 
fares given to office clerk were Rs. 8/4/- ; on 13 January Sundry 
stationery were bought costing Rs. 9/-; sent registered letter 
to H. Basu -/12/-; on 17 January carriage was paid to B.A.R. 
Rs. 4/9/-; on 22 January ink and pencils were bought for 
Rs. 1/2/-; Advertisement in ‘Marcli’ Rs. 5/4/-; on 31 January 
cartage and coolie Rs. 2/5/-, taxi fare to Manager Rs. 10/-. 

Close the Petty Cash Book and bring down the balance. 
Show how the further imprest cheque will appear. 

10. What is Petty Cash Book ? What is meant by keeping 
in the “Imprest” coluyiner system ? 

At the start, an advance of Rs. 50/- is made for ji Petty Cash 
Book on 1 April 1943. The following are the items of expenditure 
during the month. 


April 1. Purchase of J’o.stage stain]) .. 3 12 0 

,, 2. Paid coolie liire for goods liought from 

Radhabazar .. 0 8 0 

„ 8. Purchase of stationery .. 10 0 

,, 10. Tiffin charges to a ])et»n for w'orking. late 

at night .. 0 8 0 

„ 15. Sending Telegram to Delhi Branch .. 114 0 

,, 18. Purchased a^bottle of ink for office use .. 2 7 0 

,, 20. Purchase of I'ostage stamps .. 7 8 0 

„ 21. Payment of Bookbinder’s charges 7 2 0 

„ 23. Purchase of three tumblers .. 12 0 

„ 26. Repairs to furniture .. 8 14 0 

„ 28. Replacements of electric bulbs .. 6 11 0 

ft 30. Tramfare paid to an office peon for the 

month of April .. 4 3 0 


Write up the Petty Cash Book for April 1943 on the Imprest 
Columner system. (Cal. Uni.). 



. 11. Rule a form of Petty Cash Book containing analysis Columns 

for the following kinds of I*etty Cash expenditure. Stationery, 
Postages, Telegrams, Carriage, Travelling Expenses, Cleaning, 
lyighting, Firing, together with a colimjiifor ihiscellaneouspa 3 mients 
required to be ]>osted direct to the hedgers, and enter therein the 
following tiansaetions, bringing dov\n the balance in hand 
at the conclusion and showing how the necessary double entry 
is effected throughout. 


1 

Received che(]ue from the Chief Cashier .. 

50 

0 0 

1. 

Paid for postages 

0 

3 6 

2. 

>> 

,, Telegrams to Bomba\ 

2 

8 0 

3. 


,, Kleetiit light lull to Maich 

5 

0 9 

4. 


,, Cleaning Cliaiges 

1 

2 0 

r>. 

9 9 

,, Charges loi hie 

0 

10 0 

7. 

}> 

,, Chaiges of samples to R()\ tSf Co. 

0 

13 0 

8. 

9 9 

,, Postages 

0 

10 9 

9. 

f 9 

,, Telegtains to Madias 

1 

0 0 

10. 

*9 

,, New' filing o.ihinel 

(Dr. (Mlice k'niiiiliiie Account) 

20 

0 0 

ll. 

99 

„ Bus tares 

0 

6 0 

ir>. 

99 

„ Typew'Tiiing iiapei 

0 

8 6 

20. 

99 

,, New T>iu'wii1ei 

(Di Olhce Fuiinture Account) 

125 

0 0 

20. 

Received from Chief Cashni cas]i 

150 

0 0 

21. 

Paul for Postages 

7 

13 6 

22. 

19 

,, Telegrams to Delhi 

3 

14 0 

31. 

99 

„ Railway iaie to Dacca 

14 

15 9 




(Cal. 

Uni.) 


12. What is a Bank Aotonnt and a Bank Pass Book ? 

What do you understand b> Bank Reconciliation Statement ? 

(Cal. Uni.) 

13. Piepaie a Bank Reconciliation Statement as on 31 
Deceniber 1047 Irom the following particulars. 








i. Overdraft as per Cash Book Rs. 11,321-4-0. ^ 

ii. Cheques dravra withiu December but presented there 
after—Rs. 10,000, Rs. 600 and Rs. 184-11-0. 

iii. Collections deposited but credited by the bank iii January 

1948—Rs. 113-9-0 and Rs .321-13-0. 

. iv. Interest on overdraft -Ks.lO 

r V. Bank charges—Rs. 0-11-0. 

vi. Amount deposited directly into the bank by a debtor— 
Rs. 100 ill December but not slioun in the Cash Book. 

14. Ascertain the Bank Balance as would apjiear in the Puss 
Book of Mr. A. Roy as at .31 December 1940, from the parti¬ 
culars given below. 

1 , The Bank overdraft as pei Cash Book on 31st December 

1940 was ^s.* 12,000. 

2. Interest on investment collected b> the bankers and 

credited in the Pass Book amounted to Rs. 520/-. 

3 Interest on overdraft for three months ending 31st 
December 1940 Rs 400 is (lel)itcd in tbe Pass Book. 

4. Cheques issued but not cashed prior to 31.st December 
1940 amounted to Rs 2,000 

1.5, On the evening ol 31 December I92K, the Cash Book of 
Messrs. Harish Mukherjee & Co. of Dondon showed a balance 
of £172. 16s. 4d. as being in their Bankei’s liaiid. The Bank 
Pass Book, however, showed a balance of only £64. 12s. 3d. in 
their favour. The difference was accounted for as foliov s :— 

(i) A cheque was drawn upon the Bank of Ireland, Dublin, 
by a debtor for £125 liad been paid to the Bankei on the afternoon 
of 31 December and this cheque w'ould not be credited to Messrs. 
Harish Mukherjee & Co., in their Bank i^ass Book until 3 da3rs 
later, as it would take 3 days for the Bank to collect it 

(ii) A dieque for £16. 15s. lid. had been ecut on 30 Decem¬ 

ber, 1928 to a creditor living at Edinburgh and inusufficient time 
had elapsed for the presentation of fhe cheque to Messrs. Harish 
Mukherjee and Co's Banker for payment by them. Prepare 
reconciliation statement. (Cal. Uni.). 

16. Set out below are extract from the Cash Book (Bank 
columns only), and Bank Pass Book of J. Bull. Prepare a 
^‘Reconciliation Statement" as on December 31st. 
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Unpaid draft (Or'^nje & Co) .. 1 84 14 

Chermside & Co. .. .. ; 41 0 

Wapes .. ,. : 52 0 
























17. {a) What do you understand by Discount Account? 

(b) What is the difference between Cash Discount and Trade 
Discount ? 


V 


1. The balances in the Books of Messrs, Roy & Co,, a 

h on 

1 August 1942 are given below 




Rs. 

a, p. 

Cash in hand 

41 

0 0 

Cash at Bank 

.. 1,204 

3 6 

I'uniiture and fittings 

., 700 

0 0 

Stock 

.. 900 

0 0 

Debtors :— * * 



New Stores 

.. 164 

9 0 

Young & Co. 

.. 549 

3 .3 

Creditors :— 



Dawson & Co. 

.. 708 

3 6 

Ghose & Co. 

. . 250 

12 3 

Capital 

, . 2,600 

0 0 

The transactions of the month are :— 



Aug. 3 Bought goods from Dawson & Co. 

.. 2::5 

0 0 

4 Sold to New Sfores 

. . 163 

0 0 

7 Purchases by, cheque 

20 

0 0 

9 Paid Dawson•& Co., by cheque 

.. 500 

0 0 

11 Paid out of office cash for stationery 

:. 5 

3 6 

Received cheque from Young & Co., and 



sent to Bank 

.. 200 

0 0 

Paid wages out of office cash 

26 

0 0 

Returned goods to Dawson & Co. 

8 

8 0 

15 Sold to Young & Co., on credit 

.. 185 

10 0 

16 Drew cash from bank for office 

.. 20 

0 0 

18 Paid cash for advertisement 

15 

10 0 

20 Young & Co., returned goods 

3 

0 0 

21 Bought goods from Ghose & Co. 

48 

0 0 

22 Sold goods to New Stores 

.. 49 

3.0 





isA 

Rs a. p, 

Aug 23 Drew cash from bauk for office .. 20 0 0 

24 Received from New vStores by cheque and 

sent to bank for collection .. 156 4 6 

25 Received from New Stoics - cash .. 8 4 6 

I’aid wages .. 26 0 0 

25 Returned ddinaged goods to (ihose & Co. 2 0 0 

Withdrew liom bank .. 20 0 0 

Paid Chose & Co. by che(juc* .. 240 12 3 

28 Received cheque from Kaitik & Co., as 

advance against order .. 25 0 0 

Depositetl the same into hank 
Received from Young & Co , cheque sent 

to bauk foi collection .. 200 0 0 

Received from New Stores cheijue .. 100 ‘ 0 0 

Patid the same into bank 

29 Allowed ciedit note to Young Co., for 

breakage in ti.insit .. 10 0 

Paid freight .. 16 8 3 

31 Purchase of Stationeiy cash .. 3 6 6 


Write up the Books of Accounts. 





2. On 1 March 1941, the books of Das Gupta & Co. , showed the following position: 


IS? 


I 
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Their transactions in March 1941 were :— 

Rs. a. p. 

March 

1 Sold to East End Medical Hall goods .. 

300 0 0 

>1 

2 Received from them a cheque on 



account 

250 0 0 

t» 

3 Bought of Ohosli Brothers goods by 



cheque 

2,000 0 0 

If 

Paid Railway freight 

60 0 0 / 

99 

Withdrew from the bank 

600 0 0 

99 

Sent cheque of Ivast Phid Medical Hall 
to our bank for collection 


If 

4 Received from Jvast End Medical Hall 
in cash and deposited the same 



into bank the same day 

450 0 0 

If 

5 Received from M/'S Poor I'harmacy by 



cheque 

300 0 0 

99 

6 Received from M/vS Poor Pharmacy in 



cash 

200 0 0 

99 

7 Sold to M/S Shyama Stores 

900 0 0 

II 

Paid wages in cash for the lirst week ., 

42 4 0 

If 

9 Received from the Poor I’harmacy by- 
cheque and dej)osited the same to 



the bank 

500 0 0 

II 

10 Received from the Poor Pharmacy by- 
cheque and deposited the same into 



the bank 

700 0 0 

II 

11 Sold to M/vS Poor Pharmacx' goods 

1,650 0 0 

If 

Paid to Ghosh Brothers hy cheque 

740 0 0 

II 

12 Bought from M/S Trading Syiukcate raw 



materials 

800 0 0 

If 

14 Received from T{ast End Medical‘Hall .. 

500 0 0 

II 

15 Withdrew from the bank to ]mrcliase 



straw and grain 

200 0 0 

II 

16 Received from Poor Pharmacy cheque 
on Bank of Bihar and deposited the 



same into the .bank 

800 00- 
45 8 0 ^ 

f I 

17 Paid wages for the second rveek 


Paid to Swami & Co.^ by cheque 

306 0 0 

If 

Sold goods for cash 

800 0 0 


18 Paid Swami & Co., by cheque 

450 0 0 

»9 

Bought goods from Ghosh Brothers 

800 0 0 


21 Received from M/S Shyama .Stores in 


t 

cash 

150 0 0 
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Mar. 24. Paid wages for the third week in cash . 
,, 25. Paid to Ghosh Brothers by cheque 

,, 26. Cash Sale 

,, Paid Railway freight 

„ 27. Paid Rent for the month 

Write up the Books of Accounts. 


Ks. a. p. 
100 0 0 
100 0 0 
600 0 0 
30 0 0 
50 0 0 


3. N. Singh commenced business on January 1st, 1941 with 
Cash Rs. 700. His transactions were :— 


Jan. 1. Paid for goods bought this day 
„ 2. Purchased and paid bu cartage 

,, 3. Purchased from K. Mullik & Co. 

,, 4. Bought goods from N. Thakore & Co. 

„ 5. Sold goods to Bliattacharji & Sons 

,, 6, Miscellaneous Cash Sales 

,, 9. Bought goods from N. Thakore & Co. 

,, ,, Goods sold to (iliose & Co. 

,, 11. Goods vSold to Bliattacharji & v^ons 

,, 13. Miscellaneous Cash Sales 

,, 16. Sold goods to N. Kumar & Co. 

,, ,, Sold goods to Bhattacharji & Sons 

„ 17. Bought goods from N. Thakore & Co. 

,, 20. Miscellaneous Cash Sales 

,, „ Paid K. Mullik & Co., 

„ 23. Sold goods to Bhattacharji & Sons 

„ ,, Received from Bhattacharjee & Sons 

„ 26. Sold goods to N. Thakore & Co. ^ . 

,, 28. Received from Bhattacharji & Sons balance 

of a/c. 

„ „ Miscellaneous Cash Sales 

„ 31. Paid rent • 

„ „ Wages 

„ „ N. Singh withdrew Cash for private use 


200 0 0 
22 0 0 
80 0 0 
75 12 0 
27 3 0 

56 7 0 
90 3 0 
26 0 0 
48 12 0 
72 3 0 
6 4 0 
22 8 0 
105 8 0 
88 12 0 
80 0,0 
22 9 0 
60 0 0 
50 0 0 


90 0 0 
30 0 0 
40 0 0 
26 0 0 


Enter up the Purchases and Sales Books, Cash Book and 
Ledger and bring down the balance of all the accounts on 
31 Jan. '41, 








1. Explain clearly the difference between Capital and Revenue 
and state which of the following debit balances taken from the 
Trial Balance of a Limited Company form a charge against 
Revenue. (»ive reasons for y<mr answers. 


Wages 

Bills Receivable 
Calls in an ear 
Stock in hand 
Insurance 


Rale*- and Taxes 
Suspense 
General Charges 
Ihflerence m Exchange 


{G. C. I.) 


2. {a) Why is the distinction between Capital and Revenue 
of great inipoitance in book kecinng ^ 

(6) Define Capital Receipt and Revenue Receipts. 

(c) Define Capital Expenditure and Revenue Expenditure. 

(Cal Uni) 


3. (a) Define and illustrate various assets 

Fully I^'xplain and illustrate the difference between 
Fixed and Floating Assets of a concern. 

« 

{b) What is CapitaP Is Capital a liability to a Company? 
If so, explain. 


4. Which, in your opinion, of the following items are Capital 
and which Revenue ? Give leasons for your answer :— 

{a) Salar>' of the Engineers in diarge of the construction 
of a building 

{b) Rent accrued due but not paid 
\c) Income Tax and Super Tax 



m 

(4^) cost of recrmtiiig Coolies on a 6 years contract d 
seivice for a tea-garden 
{e) Bad debt incurred in the Trading period 
(/) Legal expenses and stamp duty m connection with the 
acquisition of lease-hold property 

(G. C. I.) 


6. Which of the following items are liabilities and which assets? 
Give reasons of your answer 
{a) Preliminary Expenses 
{b) Land and Building 

(c) Apparatus 

(d) Loan to the Coqipaiiv 

{e) Profit and Loss (credit balance) 

(/) Profit and Loss (debit balance) 

{g) Cash and Bank balances 

\h) Stock in hand 

(») Capital 

(;) Creditors 

(A) Debtors 

[1) Furniture 

(«) Outstanding Salary 


VII 

1. What IS a journal-^ Explain with illustrations a1 least 
four of the uses of tjie modem journal What is meant by 
Cash journal ? 

• (Cal Uni) 


f 2. What are the objects of the journal ^ Is the Cash Book a 
journal? Is it necessary to joumahze Cash transaction any 
further than recording the same in the Cash Book? Give 
reasoi^ for your answer. 

From the following particulars, prepare the necessary journal 
entries in order to open the books of H, Ray as on January 1, 

im. 



in 


I^ease-hold office valued at Rs. 2,000/-; Office Furniture 200/-; 
Stock in trade, Rs. 1,100/8/-; Loan—R. Wacha Rs 500/-. Debtors, 
J. Ray Rs. 250/8/-; B. Laha Rs. 310/12/6 ; H. Jatha Rs. 205/12/9; 
Cash in hand Rs. 313/14/6 ; Loan from Bank 200/- ; Interest 
due to Bank Rs. 10/-; Creditors J. Ghose Rs. .500/8/-; J. Kar 
68/4/3; B. I)e Rs. 112/11/6; 

3. The following errors have been made in book-keeping. 
Provided the books have been kept on the Double Entry System, 
what effect would they have on the account if they remained 
unremedied ? (iive rectifying entries. 

Goods bought, Rs. 5,000/-, posted as Furniture. Machinery 
sold Rs. 230/-, posted as Cash Sales; Partners dra\^^ngs Rs. 300/- 
posted as Wages ; New machinery bought Rs. 1,000/- posted as 
Purchase. 

Goods purchased Rs. 10/- jrosted as Stationery. 

Cash received in respect of book debts Rs. 150/- posted as 
Cash Sales. 

(G. C. I. Junior.) 

4. The following entries have been made wrongly in the bo6ks 
kept on the Double Entry System. Make necessary journal 
entries with Narration rectifying them. 

Goods sold for Rs. 300/- for cash posted in Debtors account. 

Cement and sand bought Rs. 2,000/-'.for erecting a building, 
posted in Repairs account. ^ 

Iron Rods bought Rs. 500/- for building posted in Purchase 
account. 

Carbon and pencils bought ])osted in Purchase account. 

Director’s allowance Ks. 600/- posted in Wages account. 

Postage stamps bought Rs. 2/- posted in Stationery account. 

6. You are presented with a Trial Balance and told that there 
.s a difference on it. On investigation you find :— 

, {a) The Sales Journal has been undercast by Rs. 100/-. 





f 


(d) ThOit goods sold to Ram Cha&dra for Rs. 110/3/* have been 
posted to Krishna's account as Rs. 11/0/3. 

(c) Discounts allowed to customers amounting to Rs. OT/O/* 
have been posted to the credit of Discount Account. 

(d) Goods purchased from M/S Janki Prasad & Co. for Rs. 
270/- has been debited to his account 

(e) Creditors Outward Journal has been overcast by 
'Rs. 111/-. 

You aie required to pass Journal Entries to rectify the 
above errors and to state by what amount the Profit 
of the firm is affected by them. 

(Bom. Uni, I. Com.) 


VIIT 

1. Explain the difference between a Tiading Account and a 
Profit & lyoss Account Which of the following items belong 
to the formei and which to the latter account. 

(a) Carriage Outward 

(b) Carriage Inward 

(c) Wages 
{d) Salary 

(e) Advertisement 
(/) Insurance 
(g) Discount Allowed 
{h) Returns Inward* 

. (Cal. Uni.) 

^ • 

2. How does the Balance Sheet differ from a "Statement of 
Affairs” ? Explain voui answer fully b> illusi rative entries. 

(Cal. Uni.) 

3. {a) Explain the nature of a Balance Sheet. In what 

respect does it (i) resemble and (ii) differ from a 
Trial Balance? 

(6) Discuss the order in which the assets and liabilities 
should be arranged in a Balance Sheet giving reasons 
for the method you prefer. 


21 


(Cat Un^) 
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4. The following are the balances from the Books of a 
Company as on 31 December 1939 :— 



Dr. 

Cr. 

1, Plant and Machinery 

46,000-0-0 


2. Bills Payable 


30,000-0-0 

3. Capital 


60,000-0-0 

4. Horsc‘s and Carts 

3,000-0-0 


6. Sales 


4,05,000-0-0 

6. Coal, Klectncity etc. 

3,000-0-0 


7. Salaries 

6,750-0-0 


8. Travelling I^xpenses 

3,300-0-0 


9. Stock 

67,600-0-0 


10. Sundry Debtors 

66,250-0-0 


11. Creditors on oj)en account 


87,000-0-0 

12. Wages 

33,805-0-0 


13. Carriage 

1,500-0-0 


14. Purchases 

.. 3,60,000-0-0 


16. Keep ol Horses 

2,700-0-0 


16. Profit and Loss 


805-0-0 


.■>,82,806-0-0 

5,82,805-0-0 


Prepare the I’lolit aiul IvOss a/c. and Balance Sheet, bearing in 
mind that bt(K'k-iii-trcide at the close is k« 97,500/-, Plant and 
Machine!y to be depicciated at 5 per cent, a reserve of 5 per cent 
is made for Discounts on Debtois and Cieditors and a i^erve 
for Bad Debts is made at per cent. 

N.B .—Reserve for discount is created after pioviding 2| per< 
per cent for Bad Debts 

(Cal. Uni. I. Com,) 

5. From the following Balances of Sikdar & Sons, prepare 
Trading and Profit and Loss a/c. for the year ended March 31, 
and the Balance Sheet as on that date. 





m 



Dr. 

Cr. 


Rs. a. p. 

Rs. a. p 

1. Stock and Work in Progress, 



I April, 1932 

10,000-0-0 


2. Materials purchased 

14,000-0-0 


3. Wages 

6,000-0-0 


4. Trade Charges 

2,700-0-0 


6. Salaries 

700-0-0 


6. Partners' Salaries 

300-0-0 


7. Cash at Bank 

560-0-0 


8. Discounts 

200-0-0 


9. Dand and Buildings 

46,600-0-(» 


10. Plant and Tools 

15,000-0-0 


11. Office Furniture 

2,610-0-0 


12. Debtors 

5,000-0-0 


13. Cash in hand 

40-0-0 


14. Sales 


30,000-0-0 

1 5. Received for Cartage 


40-0-0 

16. Partners’ Capital on A])id 1, 1032- 

- 


{a) J Sikdai .. 


25,000-0-0 

(6) H. Sikdar .. 


12,.500-0-0 

(i) R Sikdar .. 


12,500-0-0 

17. Creditors 


22,000-0-0 

18. Bills Payable 


1,800-0-0 

19. DraAviiigs (a) J, .Sikdai 

500-0-0 


(b) H. Sikdai 

400-0-0 


(c) R. Si’kdar 

• - ~ 

200-0-0 



1,03,840-0-0 , 1,03,840 -0-0 


The Stock and Work in Progress on March 3J, 1033 was 
Rs. 12,000/- 

Provide 10% per annum for depreciation of Plant, Tools and 
Office Furniture. 


Interest on Capital 5% per ani^ni. The partners share 
profit and loss equally. 

(Cal. Uni. I. Com,) 





0. The following is the Trial Balance of Ambnj and Pankoj 
at 31 Dec, 1929. 



Dr. 

Cr. 


Rs. as. p 

Rs. as p 

1. Bills Payable 


700-0-0 

2. I^and and Buildings 

7,000-0-0 


3. Stock of goods on 1 Januaiy 
1929 

4,000-0-0 


4 Ambu], Capital 


10,000-0-0 

6. Pankoj, Capital 


6,000-0-0 

6. Plant and Macliineiy 

6,600-0-0 


7 Bills Receivable 

1,500-0-0 


8 Pui chases 

13,000-0 0 


9 Sales 


22,000-0-0 

10. Wages 

3,.'500-0-0 


11 Salaries 

570-0-0 


12. Rent and Taxes 

200-0-0 


13 General office expenses 

500-0-0 


14. Partners’ Salaries 

SOO-0-0 


16. P'urniture and Fixtures 

300-0-0 


16. Cash at Bank 

230 0-0 


17. Discounts 

500-0-0 

• 


18. Cieditois 

1 

m 

1,000-0-0 


3^^, 700-0-0 

38,700-0-0 


Stock of goods on 31 December 1929 was north Rs. 6,500/-. 
Prepare Profit and I.oss .account for the year 1929 and the_ 
Balance Sheet on 31 Dtcember 1929 after providing for the ^ 
following adjustnients and dividing Profits 2/3 to Ambiij and 
1/3 to Pankoi 

(a) Write oft 7j%, d^rcaation from Plant and Machinery. 

, Create a reserve of 6% on I<aud and BnUdings, 



i, ^rom the fohowing Tdal Balance at 31st Becembet 
Prepare Profit & Iross a/c. and Balance sheet :— . 

Dr. Cr. 

Rs. as. p. Rs. as. j 


1. Capital 

2. Purchases 

3. Discounts 

4. Wages 

6. Sales 

6. Salaries 

7. Travelling Expenses 

8. Carriage 

9. Insiurance 

10. Commission 

11. Rent 

12. Cash 

13. Bank 

14. Stable Expenses 

16. Repairs 

16. Sundiy T\xpcn&es 

17. Mortgage 

18. Interest on Mortgage 

19. Buildings 

20. Machinery 

21. Horses and Carts • 

22. Stock on 1st Jaimar^’ 1937 

23. Debtors and Creditors 





10,666 

0 

0 

16,000 

0 

0 




i.;)oo 

0 

0 




6.500 

0 

0 







30,000 

0 

0 

2,000 

0 

0 




500 

0 

0 




276 

0 

0 




160 

0 

0 




325 

0 

0 




^00 

0 

0 




2.5 

0 

0 




2,725 

0 

0 




195 

0 

0 




105 

0 

0 




65 

0 

0 







3,000 

0 

0 

100 

0 

0 




4,000 

0 

0 




1,600 

0 

0 




500 

0 

0 




5,760 

0 

0 




3,260 

0 

0 

1 

2,100 

» 

0 

0 

45,755 

(» 

0 

45,765 

0 

0 


Rent due Rs. 30; Insurance Prepaid Rs. 20; Reserve for dis¬ 
count 2j% both on Debtors and Creditors; Depreciate Building 
2J%; Machinery 6%, Horses and Carts 7|%; Stock on 31 Dec. 
«,000 Rs/-. 


(G. C. I* Tert) 





m 


8. The following is a Trial Balance extracted from the boolcs 
of H. W. on lU December 1925. Several items, however, are 
entered on the wrong side. Correct the Trial Balance so that 
the totals agree, giving reasons for the corrections. 


Trial Balance 




Dr. 

Cr. 


4. 

/V 

s. d. 

£. s. d. 

1. H. VV—Cai)ital a/c. 



1,972 10 3 

2. Freehold Band and Buildings 



750 0 0 

3. Salaries 

73 

19 3 


4. Rates and Taxes 

42 

0 2 


5. Discount Allowed 



10 17 4 

6. Discount received 

19 

19 2 


7, Stock 1 January 1925 



1,349 16 3 

8. Purchases 



864 6 3 

9. Return Inwards 

11 

13 7 


10. Sales 

.. 1,590 

16 3 


11. Furniture and Fittings 

50 

0 0 


12. Printing and v^tatiouery 

• « 

4 9 


13, Cash at oflice 



11 16 3 

14. Cash at Bank 

2'29 

14 7 


16. General charges 

« • ^ 


22 0 4 

16. Sundry Debtors 

492 

6 3 


17. Sundry Creditors 



347 9 4 

t 

2,532 

14 6 

5,328 16 0 


(Cal. 

Uni. I. 

Com. 1929) 


0. Prepare the Trial Balance, Trading and Profit and l^osa 
Acpount and the Balance Sheet as at 31 December 1925, from 





the following hahmcesas extracted from the books ft. It. 
Chatterjee & Sons on that date :— 



.Rs^ 

Capital Account 

20,000 

Dand & Building 

16,250 

Furniture & Fixture 

2,677 

Wages 

7,256 

Sales 

26,230 

Salaries 

1,328 

Carriage (Inwards) 

784 

Bank charges 

45 

Repairs 

147 

Stock (Opening) 

3,27!) 

• 



Rs. 

Discounts (received) 

420 

Purchase (returns) 

625 

, Cash in hand 

7.548 

Purchases 

12,240 

i Bills Payable 

5,000 

i Sundry Debtt)rs 

1,218 

; Sundry Creditors 

503 


ji 

i! 

n 


The following adjustments should he made :— 

Stock (31/12/25)—Rs. 7.529 ; 5 per cent depreciation on 

Plant and Machinery ; charge 5 per cent, interest on capital. 
Bad Debts estimated at Rs. 120; Salaries outstanding Rs. 250. 

10. The following Balances appear in the books of K. D. Patel 
on 31 December 1928. Prepare the Trading and I’rofit and Doss 
Account and the Balance Sheet as at 31 December 192H. 



- - -- ' 

• 

, Rs. 

1 

Rs. 

Freehold Premises 

• 6.000 

Discount (Dr.) 

.572 

Bills Payable 

5,140 

Purchases 

25,360 

Bills Receivable 

1,558 

Return Inwards 

3,190 

Drawings a/c. 

2,400 

Sundry Debtors 

14,208 

Plant & Machinery 

7,640 

Insurance (Rs. 20/- 


Capital 

25,300 

prepaid) 

90 

Wages 

9,670 

Sales 

44,970' 

Charges General 

940 

Sundry Creditors 

11,720 

Stock (1 Jan. 1928) 

11,782 

Discounts (Cr.) 

700 

Rent 

600 

' 

Cash at Bank 

4,020 







foUowing adjustments should be made:— 

Depreciation of Premise 2^ per cent. Stock (31 Dec. 1928) 
—20,640 ; One year’s interest due to Cash Creditors Rs. 160 ; 
Bad Debts Reserve 5 per cent; A commission of 1 per cent on 
gross profits should be provided for the secretary. 

11. The Trial Balance of V D. Norwojee as at 31 December 
1941 is as follows : Make the adjustment and closing entries 
necessary and prepare the Final Accounts after making the 
adjustments .— 

Dex^recicite Buildings— 2|% 

Reserve for Bad Debt—Rs. 2,000 

Outstanding Salaries—Rs. 260 

Reserve for Rent Rs. 200 

Insurance unexpired Rs. 85 

Commission earned but not received Rs. 90 

Prepaid Advertisement Rs 50 

Closing Stock—Rs. 20,000 


Trial Balance 


Dr. 



Cr. 

Building, 

65,000 0 0 

1 

Caintal^ 

70,000 0 0 

Furniture & 




Fixture 

2,500 0 0 

.Sales * 

46,270 0 0 

Salaries 

3,275 0 0 

Discounts on 


Purchases 

.30,200 0 0 

1 luiichases 

6,240 0 0 

Office Expenses 

2,000 0 0 

1 

Sundry Creditors 

4,620 0 0 

Insurance 

700 0 0 



Stock 

20,000 0 0 



Rent 

2,675 0 0 



Sundry Debtors 

7,500 0 0 



Cash in hand 

1,380 0 0 





m 

1% The fQ&owing -^exe the balances abstracted Irotn the 
Books of Mr. Naranlal:— 


Balance—l-Jlst December 1934 


Naranlal’s Capital 

Naranlal’s Drawings 

Furniture and h'ittiugs 

Bank overdraft 

Creditors 

Business Premises 

Stock on 1st January 1934 

Debtors . , 

Rent from tenants 

Purchases 

Sales 

vSales Reluins 
Discounts -Debit 
Discounts—Credit 
Taxes and Insurance 
General expenses 
Salaries 

Commission—Debit • 
Carriage on Purchases 
Bad Debts written ofl: 


Rs. as. p 
30,000 0 0 
6,000 0 0 
2,600 0 0 
4,200 0 0 
13,800 0 0 
20,000 0 0 
22,000 0 0 
18,000 0 0 
1,000 0 0 
1,10,000 0 0 
1.60,000 0 0 
2,000 0 0 
1,600 0 0 
2.000 0 0 
2,000 0 0 
4,000 0 0 
0,000 0 0 
:,200 0 0 
1,800 0 0 
800 0 0 


Stock on hand on 31sl December 1934 was Rs 20,060 

Write off depreciation: --Bumucss Premises Rs. 300 and 
Furniture and Fittings Rs 260 

Make a reserve of 5^,, on Debtors for Bad and Doubtful Debts 
Allow interest on Capital at 6% and carr>' forward Rs. 200 for 
unexpired iusurande 

Prepare Trading Account, Profit and T/jss account and the 
Balance Sheet as at 31st December 1934 


(BomlSiy, 1. Com. 1935) 





13. From the following Trial Balance prepare the necessary 
final accounts for the year ended 31st December 1938 


ligand and Buildings 
Sundry Debtors 
Sundry Cicditors 
Plant and Machinery 
Purchases - Raw material'. 

JyCss Returns) 

Sales (Dess Returns) 

I'^inislied stock Bt Jan. 1{>38 
Raw materials - 1st Jan 11)38 
Work in Progress— 1st Jan in 
Wages 

Factory Rent and Taxes 
Salaries of Woiks Manageis . 
Royalties 
Advertising 

Office Rent nnd Insurance 
I’rintiiig and vStationery 
Office Expenses 
Carriage luwaids 
Carriage Outwards 
Discounts.' Allowed 
Discounts Received 
Bad Debts 

Reserve for Doubtful Debts . 

Factoiy Exixnises 

A’s Capital Account 

B’s Capital Account 

A's Drawings 

B's Drawings 

Patent Rights 

A’s Doan Accounts 

Cash at Bank 

Cash in office 


Dr. 

Rs, as p. 


Cr. 

Rs. as. p. 


. 26,000 

0 

0 




io,r>oo 

0 

0 




* 



46,000 

0 

0 

. 20,000 

0 

0 




. :{r»,ooo 

0 

0 




• 



1,23,400 

0 

0 

18.000 

0 

0 




3,600 

0 

0 




38 2,000 

0 

0 




27,000 

0 

0 




2,600 

0 

0 




6,600 

0 

0 




1,200 

0 

0 




3,000 

0 

0 




4,800 

0 

0 




1,000 

0 

0 




6,800 

0 

0 




J,100 

0 

0 




600 

0 

0 




1,400 

0 

0 







1,100 

0 

0 

7.6,0 

0 

0 







1,000 

0 

0 

3,401) 

0 

0 







16,000 

0 

0 




25.000 

0 

0 

3,600 

0 

0 




2,600 

0 

0 




2,000 

0 

0 







4,000 

0 

0 

4,000 

0 

0 




250 

0 

0 





2,16,600 0 0 2,16,600 0 0 





m 

The Stock on 31st December v/as as follows :— 

Raw Materials 4,000 0 0 

Work-in-Progress 4,500 0 0 

FiiJJshed good*- 2h,000 0 0 

The outstanding expenses were -Tactoiy Rent Ks 250, 
Wages Rs 0(Ki and Office v^al.ines Rs 3,000 

Write off Rs 500 as B.id Debts and jiiovule 5‘\, Rt'-erve for 
Doubtful Debts and 5'’(, Provnioii toi Distounts 

Depreciate Buildings bv 2^’(, Pl.iiit In 7^'\, and Patent by 

10 % 

A and B aie entitled to sabiiies of Rs 2,400 and R-. 1,800 
pel annum 

5% Iiiteiest 1 ^ to bt calculated on Capital The Piolits v\eie 
shared in pioportions of 3/5 and 2/5tlis 

(I Coin Boinbav Dm 1039) 



Ghaptor V 

BILLS OF EXCHANGE, PROMISSORY NOTES, CHEQUES : 

Imagine a manufacturer in Calcutta selling liis goods or 
credit to a dealer in Bombay. If by agreement he could fix 
the date of payment say thirty, sixty or ninety days hence it 
would be very helpful to him. The dealer in Bombay will try 
to sell off the goods in the meantime and when the time for 
payment comes he would be ready with the cash. No doubt major 
part of the world business is done on credit, but the seller instead 
of allowing credit for an indefinite period olteu fixes a definite 
date when he would receive the paj’ment. 

Supposing A of Calcutta by agreement with B fixes the date 
of payment and creates an evidence of this arrangement by 
writing an order to B of Bombay- such as "Pay me thirty days 
from to-day the sum of Rs 100/-" and B acceids that order by 
writing "Accepted" and puts his signature then that would be a 
valuable instrument in commerce. If A ow'cs C a sum of Rs. 100/- 
he could negotiate that instiument to C by writing on the back 
^Tay C" or just signing his name and delivering the instrument 
to C. C would then collect the payment of Rs 100/- from B 
on the due date. 

Again, if A was short of funds he could sell that instrument 
before the due date to D for somctlnng less than a hundred rupees 
say Rs. 90/- or 08/-. I) w’ould collect payment from B on the 
due date. We have now got what is called a Bill of J^xchange. 

A Bill of Exchange is an unconditional order in writing, addressed 
hy one person to another, signed by the perspn giving it, requiring 
the person to whom it is addressed, to pay on demand or at a fixed 
or determinable future time, a certain sum of money to or to the 
order of a specified person or to bearer. Remember every word of 
liiis definition. If the conditions implied by every part of this 
definition are not fulfilled it is then not a bill of exchange. 



Foim of the Bih. 


Stamp Calcutta 

Dated 3rd June 1942. 

Three months after date pay to our order the sum of 
Rupees three hundred only for value received 

Rb 300/- Sd/-Dass Bros. 


To •— 

A Bose, Esq , 
7, Mango Lane, 
Patna 


A Bose uiites acioss the face of the bill— 

“Accepted 

Sd/- A Bose” and returns it to Dass Bros 

It mu®t be an unconditional order—an order to pay from a 
certain fund IS not an unconditional order Or if it is to depend 
on tlie occurrence of a specified event which may or may not 
happen, it is not an unconditional order If on the other hand 
the specified event is bound to happen such as after death—-it is 
an unconditional order 

It must be in writing and it must be for a sum ce'-tain in 
money Pay sale proceeds of a certain thing is not an order for 
a sum certam m mogiey 

Advantages of Bills': 

1 It IS a legal evidence of debt and the cieditoi can sue on 
the bill itself. It fixes the date of payment 

2. It IS a negotiable instrument. The holder can nego» 
tiate it to his creditor in pajnaaent of his own debt. 

3 The bolder can cash the bill before due date by discounting, 
that is, selhng it at a some-what lower jirice. This you will 
observe is a great virtue of the Bill of Exchange. If you are not 
^ort of cash then you hold it till the time for payment comes 



get the full amount. If ho^/vever you find yourself in need of cash 
you sell it and pay interest (discount) for getting the use of money 
before normally y<m would have got it. Bill discounting is done 
generally by the bankers and in other countries by a class of 
business houf-es known as the bill brokers. 

Kinds of Bills : 

Bills are of two kind.s. (a) Inland and {6)I'oreign. If a bill 
is drawn in India and is abo ])ayal)le in India it is an Inland Bill. 
If a bill is diaun in India ti])on an\ person outside India or vice 
versa it is a I'oreign Bill. 

May it l)e nol<*tl here that originally Bill of li)xchaiige w’as 
invenlod in order to {»1)\ i.ite the cost and trouble of transhipment 
of bullion which was necct-sary for the purpose of settling foreign 
payment. i^ui)po’'ing A in Bomliay bought from B of hondon." 
He had to make payment to B by sending bullion to lyondon. 
{Supposing ag lin that he .ilso sold taw materials to C of London. 
Then C wftiild pay him 1)\ ship])iiig bnllitni. To avoid this double 
shipment of gold hctw»‘cn Bombay and London, A could draw a 
Bill on C ordeiing him to ])av B ot London. Then by this method 
A’s indebtedn(*ss to B as well C’s indebtctliiess to A is settled 
by means of the Bill of Ivxchange. This'funclionof the Bill of 
Exchange of settling indebtedness between two centres by 
avoiding the ttausfer of monev has proved so useful that it has 
now'become (|uite po])ulat in the inland trade as w'ell. 

Trade Bill: 

The trade bill is a bill of exchange driiwn for \alue received. 
A foreign bill is accompanied by the sliipp'ing document i.e., the 
Bill of I/.iding, the Invoice and tliclnsuraiiee Policy. On the sea 
the goods arc always insured. An inland bill is accompanied 
by the railway oi steamer leccipt and the invoice. 

Accommodation Bill: 

This is a bill for which no value has been received. A draws 
a bill on B for which B has hot received any value but he accepts 
it in order to accommodate A. A then raises money by dis¬ 
counting the bill. When the lime for payment by B comes A 
remits him the full amount with which B pays the bill. These 
are also known as “Fictitious Bills” or ‘Kites*. Flying the 
“Kite” was once a common practice in England but are rare 
these days. 



Drawer: 

One who makes out the bill is the drawer. He is the creditor 
to whom money is owing. 


Drawee : 

Upon whom the bill is drawn is the drawee. He is the 
debtor. After he has accepted the bill he is called the acuptor. 
To whom the money is payable is the payee. Sometimes the 
draw'-er and the payee is the same person. When you draw a 
bill on J. Jones in the following terms—"Three months after 
date pay to me —’'yon are both tlie draw’ei and the payee. 
But if you w'fite "Three months after date pay toS. Das &Co., 
or order"- S. Das &Co., or any party they may select is the 
payee. 

Important points in the Bill : 

1. The date sh<^uld be there, but omission is not fatal. The 
holder can insert the true date. The date ^s very important 
as the term ()f the bill begins to run fioni the date of the 
bill. The jieiiod between the date of the bill and when 
it is paid is known as the tenor or term of the Bill. 

2. The amount t)f the bill must be wntteii both in figurt‘s 
and in words. 

3. A bill must be stamped. The amount of the stamp duty 
depends upon the amount of the bill. 

Acceptance : 

When the drawee on receipt (jf the draft from the drawer 
signs his name across the face of the bill with the word " Accepted" 
the bill is said to be accepted. The drawee will be liabh' on the 
Bill after he has acc«f)ted the Bill. 

Here is an Accepted Bill. 



Here S. D. & Co., is the Dhanda & Co. the drawee 

and the India Bank Ltd., is the payee. The bill has been accept¬ 
ed and the payment will be due according .to the tenor of the 

bin. 

Acceptance may be general or qualified : 

When the terms of the drawer are fully agreed to it is a genera 
acceptance. 

If acceptance is made by the drawee with some modification 
or qualification it is a qualilied acceptance. 

It may be— 

(a) partial acceptance ie if the drawee accepted the Bill 
for Rs. 400/- instead of Rs. 450/- 

{b) Conditional acceptance—payable on arrival of con- 
.signment in good condition. 

(c) Qualified as to place or locality—i.e, payable at the Punjab 
National Bank, Bombay. 

((/) Qualified as tf) tinu' ic payable after three months 
from arrival of goods It ni.iy happen that A forwards the goods 
from Calcutta lui the Isl and draws a 3 mouths Bill on the same 
day. The Bill reaches tlie diawee B on the 3id. Supposing the 
goods roaches him on the 15th and and if B wishes to get full 
three months credit in order to be able to dispose of the goods 
he may accept wdih (iiialificatioii as to time as above. 

The diawer of the Bill may refuse to take a qualified accep¬ 
tance. 

Bills payable on Demand : 

1. A Bill is payable on demand which is expressed to be 
payable on demand or at sight or on presentation. Such as, on 
demand pay D. Haugsman the sum of Rupees one hundred only. 

2. If no time of pajnneiit is mentioned ft is a Demand Draft. 

Bills payable at a future time : 

that is when it is expressed to be payable— 

1. at a fixed period after date or sight, 

2. on the occurrence of a specified event which is certain to 
hapi>en or a fixed period after that. 

Calculation of time of payment and days of grace : 

Three extia days are aUow’ed beyond the date mentioned 
in the bill. This is called days of grace. Days of grace are 
a 31 o;wed on all bills except those payable on demand or at sight. 



In calculating the date of payment the day from which the M. 
b^ns to run is excluded and the date of payment is included. 

Thus a bill drawn on the 15th January “Three months after 
date etc_“ v\ill mature for payment on the 18th April. 

^ Presentment for Acceptance : 

y A Bill must be presented for acceptance Till the bill is 
' accepted the drawee hat no liability The presentment for 
acceptance of the bill must be made by or on behalf of the holder 
to the drawee or to some jiersoii aiithoiised In the drawee to 
accept or refuse accc])tancc on hi< behalf riesentment must 
be made at a leasonable hour on a biismets ebn and before the 
bill is overdue I’sualh the diawee's bankei ])iesent{> the bill 
for acceptance This is how it is done 

You send goods to A of Ikniibav on three inoiillis You draw 
a three months I)/A (document against acceiitance), and deliver 
it to your baiikei .iloug with the Kd'l\\a> leceipt and invoice with 
necessaiy m'>triictit)ns Your bankei will then loiwaid the 
^ draft and the document to then inanch oi some other bank who 
^ will act as their ageiil at llomba\ Tlu Bonib.i\ b.ink v\ill then 
‘ present the diait along with the invoice and the R/R (Railway 
receipt) to A at his place of business A can see from the invoice 
what goods are coming. When he has accepted the draft the 
banker will hand ovei the docuincMits with the R/R and the invoice 
to him. 

A can then by pioduciiig the R R take delivery of the 
goods from the railways Whmi the bill matures the i anker 
will again present the‘draft for jiayment which amount when 
realised will be remittgd by the Bombay bank to your banker. 
Your bankei will credit your account with the proceeds and inti¬ 
mate you to that effect The Banker will cliaige a’commission 
for his service 

. Presentment of Bill: 

' 1. When a bill is addressed to two or more persons present¬ 

ment must be made to all unless one has authority to accept 
for all. In that case presentment to that person only will do. 

2. When the draw'ee is dead presentment may be made to 
his legal representatives. 

3. If the drawee is a bankrupt presentment may be made 

to bis trustees. • 
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Where authorised by agreement or usage presentment through 
the Post Office is sufficient. 

Presentment for acceptance is excused in the following 
cases : 

{a) Where the drawee is dead or bankrupt or a person not 
having capacity to contract by bill (infant, for instance). 

{b) Where after the exercise of reasonable diligence such 
presentment cannot be effected; 

(c) Where although presentment has been irregular accep¬ 
tance has been refused on some other ground. 

Endorsement: 

When a bill is negtitiated i e transferred from one person to 
another so as to make the transferee the holder of the bill theperson 
transferring it must endorse his name on the back of the bill. 
In case of bills payable to bearer mere delivery of the bill will 
constitute negotiation In the case of bills payable to order 
endorsement in addition to delivery is necessary An endorsement 
must be written on the bill and signed by the endorser. Generally 
the signature alone is placed on the back of the bill. 

The person making the endorsement is called the “endorser" 
and the person to whom endorsed is the “endorsee” 

An endorsement may be made :— 

1 In Blank when the endorser puts his signatuie without any 
direction as to whom or to wdiose order the bill is to be payable. 
It then becomes payalile to bearer. 

2. Special: 

When the endorsement specifies the payee. Thus, if you 
endorse a bill “Pay to P Q. or order" it i^ a special endorsement. 
P. Q. could endorse’t cither in blank or sjiecial. 

3. Restrictive : 

If it prohibits further negotiation e.g. “Pay so and so only". 

4. Sans Recourse : 

When endorsement is made by an agent or other person in.^ 
such a way as to take no personal liability. He adds to his 
signature "Sans Recourse" i.e. without recourse. 

Acceptance for Honour Supra Protest: 

If upon presentment tbe drawee does not accept the bill the 
holder should at once treat thebill as dishonouredby non-acceptance 
or else the holder will lose his right of recourse against the drawer 
and endorsers. He may then note and mutest the bill for non- 



acceptance. In that case any person not being liable on the blU 
may, if the bill is not overdue, with the consent of the holder 
accept the bill. This is called Acceptance for Honour Sup!^ 
Protest. He must sign the bill and indicate that his acceptgmce 
is for honour Thiless he states for whose honour he accepts 
it is presumed tliat it is for the hoiiotii of the drawer. Accept¬ 
ance for honour mav be for the uhole or part of the sum drawn, 

* At maturity the holder Avould again piescnt the bill to the 
drawee for payment. It the payment by the drawee is refused 
it should be protested and presented to the acceiitor for honour 
for pajTnent 


RIGHTS AND LIABILITIES 
Rights of the holder ^ 

Holder is the pa} ee or 1 he endorsee of the bill or note who is 
in pobsessioii ot it oi the hearer 

Holder in due conise is one wlio has taken the bill 

(a) complete and regular on the face of it, 

{h) before it is c)\cr-due and without notice that it bad been 
pre^’ioubly diahoiioured if that was the case, 

(c) m good faith and foi value and 

{d) without notice of any defect ni the title of the person who 
negotiated it 

A holder in due course acquires some very valuable nghts and 
protections wliich one wdio is not a holdei in due course es not 
acquire. To he a holdeilii due couise one must satisfy all the four 
requirements mentioned above 

A holder cannot he “in due course” unless he is ignorant of 
any fraud or illegality in connection with the bill *on the part 
of the person who negotiated the bill to him and unless he has 
given value for it. 

He must have taken the bill in good faith Actual notice 
of fraud, or illegality will of course defeat his claim of being a 
holder in due course but if it can be shown that the holder has 
received information which cast upon him the duty of making 
further enquiries and he abstained from doing so because they 
might injure his title, he had not then acted in good faith and 
therefore cannot claim to be holder in due course. Ne^igence 
will not affect the title of the holder if the conduct is in fact hopesdt, 
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Rights Of the holder in due course : 

When a bill is dishonoured the holder in due course has an 
immediate right of recourse against all the parties to the bill. 
He can sue in his own name any or all of the parties to the bill. 
In case of dishonour by non-acceptance he need not present for 
payment. As soon as he has given notice of dishonour to the 
parties and when necessary has had the bill protested he can sue 
in his tmn name the drawer and the endorser that is all prior 
parties to the Ijill. 

In case of dishonour by non*piynicnt notice of dishonour 
to the acceptor is not necessary for taking action against him. 
But notice of disliotnnir should be given to the drawer or any 
endorser otherwise they v\ill be discharged from the liability on 
the bill. No defence depending upon aiij defect in title in prior 
parties amongst themselves will affect the right of the holder 
in due course. 

A holder who is not a holder in due course may sue on it in 
his own name but may be defeated b}’ r>ome defect of title in the 
prior parties. 

One who is not a holder in due course may eiidome the bill 
to a holder in due course i.e. one obtains a good and complete 
title and will not be defeated by the defect in title in the pre¬ 
decessor provided the bill is taken - 
ia) C(»mplele and regular; 

(h) before it is overdue and without notice of previous dis- 
honoui , 

(f) ill good faith vUid for value and 

(c/) without noti».e of any defect of title of the transferor. 

Overdue Bill ; 

To be a holder in due course one must hav’e acquired the 
bill before it is overdue. A bill wdiich is negotiated after that 
date is taken subject to any defect of title affecting it at maturity. 
After mutiiiity none can give a better than he himself liad. 

Payment before matuiity docs not discharge the bill.. 
If it is put into circuiation again payment shall have to be made 
again to the holder in due course. 

Liability oi the parties to a Bill: 

An acceptor is always liable for the payment of the bill. 
When the drawer has negotiated the bill the acceptor becomes 
hablc to the holder. And so is each of the endorsers of the bill 



liable to the holder and to the subsequent endorser. I'ljat is 
to say each party who has put his name to the bill may dsdoi 
against any one who has jjreviousl}’ signed it whether as accep¬ 
tor, drawer or endorser. With each endorsement therefore the 
security of the bill increases. The drawer may get his compen¬ 
sation from the acceptor, the iirst endorser can fall upon the 
drawer and the acceptor—the second endorser may claim from 
the first endorser, the drawer and the acceptor and so on 

A drawls a bill on B w ho accejit^- it A then endorses it to C 
and C passes it on to P If the bill is not p.nd 1) has his claim 
either on C, or A or B C has claim on both A and B, A of 
course lias his right on B. 

Presentment of the Bill for payment: 

A bill must be jiresdnted foi pavment. The penally for non- 
presentment IS dischaige r>t the drau«*i aiKl])iior endorsers from 
liabilit;j on the bill A demand oi sieht bill nuT'l be jnesented 
within a reasonable lime It i1 ai)]Kais on the lace of il that the 
bill had been in ciieulition for an imiea-.{>nable time, a demand 
or sight lull will be coiisidcied oceidue “Atlei d.ile” or “after 
sight” bill must be ]>iescuted on the due d.ite To calculate the 
due date, the days of giace should be taken lulo account. Pre- 
sentment must be made ^il the ]>l€ice given, or the address of 
the acceptor or his place of business 

Honouring a Bill. 

If acccjjted when the bill is piesejited for acceptance and if 
paid when it is piesented for payment the bill is said to be 
honoured. This catted honouring the bill. 

i 

S 

Dishonouring a Bill: 

If not accepted when the bill is jiresetited for acceptance, 
and if it is not paid when the bill is ineseiited for jiaymeut the bill 
, is said to be dishoiiouied by non-acceptance or non-payment. 

Dishonour: 

A demand or sight hill can only be dishonoured by non¬ 
payment as the question of acceptance does not arise. But a bill 
payable after sight may lie dishonoured either by (a) non-accep¬ 
tance or (6) non-payment. 



Kotie^ o( Dishonour ; 

When a bill has been dishonoured by non-acceptance the 
holder gets an inmiediate right of recourse against the drawer 
and endorser. When the bill has been dishonoured by non¬ 
payment the right is against the acceptor, the drawer and all the 
endorsers, liut they have a right of notice of dishonour. If 
notice is not given the drauer and endorsers are discharged. But 
the acceptor is not entitled to a notice of dishonour. If notice 
of dishonour u'as not given to the drau er and the endorsers their 
remedy against persons liable to them might become less value- 
able or even be lost by their being unable to enforce them 
promptly. No particular form is lecpiired for the notice. IvCtter 
or personal communication or return of the dishonoured bill to 
the drawer or endorser will do. Bnl the identity of the bill and 
particulars as to wdiether dishonoured by non-acceptance or 
non-payment must be clearly indicated. 

Time for notice: 

1. Where person giving notice and the person to receive 
notice reside in the same town notice should be sent in such time 
so as to reach the person to whom notice is given on the day after 
dishonour. 

2. Where they reside in dilfereiit places, notice should be 
sent on tlie day after the dishonour If there be no i)ost at a 
convenient hour on that day then by the next post thereafter. 

If at the time of dishonour the bill happens to l)e in the 
hands of the agent of the holder'SiiniUi time is allowed to the agent 
to communicate to his principal and the* principal in his turn is 
aUow'cd similar time for giving notice of dishonour. Notice 
can be given by the <igcnt diiect to the parties concerned. 

Each person who received notice of* dishonour is allowed 
similar time after receipt of notice wherein to commtmicate 
with tlie prior parties. 

Delay in giving notice of dishonour discharges the drawer 
and the endorsers. Delaj'.will be excused if it is caused by cir¬ 
cumstances beyond the control of the party giving notice and not 
due to his negligence. 

Noting: 

When a bill is di^onoured either by non-acceptance of 
by' non-payment it should be noted. The holder tak^ it to a 



Imbtic o^cer known ad the i^otaiy Public whose dut^^ tt k ^ 
certii^ deeds and other documents. The Notazy Public 
pr^ents it to the drawee if it was dishonoured by non>acceptatiC(» 
or to the acceptor if it was dishonoured by non-payment. The 
object is to get legal evidence that the bill was dishonoured. 
The Notary Public tlien notes the particulars of the bill and the 
reasons given for non-acceptance or non-payment. This is 
called Noting 

Protest : 

An inland bill if dishonoured jirotest is necessary when 
acceptance for honour or payment for honour is desired. Other¬ 
wise protest is optional. But in case of I'oreign Rills drawer 
and endorsers are discharged if protest is not made if the bin is 
dishonoured by non-acceptance or by non-payment Protest 
is a formal record of dishonour made by the Notary Public to 
safeguard the interest of the holder. 

Form of Protest: 

It must I 

1. contain a copy of the bill, 

2. be signed by the Notary Public making it; 

3. specify the person at whose request the piqtest is made; 

4. mention the place and date of protest, 

6. state the case or reason for protesting the bill; 

6. state demand made and the answer given if any, or the 
fact that the drawee or acceptor cannot be found, 

7. be stamped. , 

If a Notary Public cannot be found any respectable citizen can 
give the certificate in»presence of two witnesses who must put 
their signature on thef form of protest. 

Place of protest: 

A bill must be protested at the place where it is dishonoured 
except when it is presented through and returned dishonoured 
through the post. In that case it may be protested at the place 
where it is returned. 

Refwee in case of need: 

TKie drawer or any endorser may insert the name of a person 
in the bill to whom ^e holder may resort in case the bill isdis- 
hondured by non-acc^tance or by non-payment. Such person^ 





is called the ‘‘Referee in case of need” or briefly ‘‘the case of 
need.” "The case of need” does not become liable on the bill 
unless the holder having protested the bill for non-acceptance 
or non-payment resorts to him and he accepts or pays for honour. 
It is the iiolder’s o])tiou to resort or not to the Referee in case 
of need. 

Liability of the Acceptor: 

The drawee is not bound to accept the bill and if he refused 
to accept he lias no liability on the bill. But if he does accept 
he engages to jiay aocoiding to tlie teiif>r of his acceptance. He 
cannot then den> the 

1. exi.‘^tence ot the drawer, 

2. his signaluie, 

3. his capacity and ^ . 

4. his authority to draw. 

And if it is ]»«iyabl(* to draw'ei’s order, 

5. his authority to eiuloise. 

Ill fact once he li.is accepted the bill, it is absolutely binding on 
him. If he is an acveiitoi loi honoui supia luotest, his liability 
accrues only if the diawtv does not pay though the bill was duly 
pre.sented for ])a>iiieiit .iiid the l)ill has been jirote.^tcd again for 
dishonour by iioii-jiayment. Ilis liability when it attaches is 
to the holder and to all parties subseijuent to the jiaity for whose 
honour the bill was accepted. 

Liability of Drawer - 

* 

If tlie bill is dishorn Jill ed by !ion-acce])tihicc or by non-payment 
the drawer must ]xiy it due notices of disluvioiir be given to him. 

I 

Liability of Endorser : 

If the bill is duly pieseiileel and disliououicd the endorser 
undertakes to compensate the holdei or any subsequent endorser 
pro\ided he has the notice of dishonour. He cannot denj^ to a 
holder in due course the genuineness ol the signature of the 
draw er and of the previous endorser. And he cannot deny to a 
subsequent endorsee that he had a good title to it at the time of 
endorsement. 

Kach endorser may be called upon to pay by wa 3 * of indem¬ 
nity the whole amount paid on tbe bill by a subsequent en- 
dojf^er (unless he protected himself by the form of his endorsement). 



IHseharge of the Bill: 

A bill is dischai^ed by 

1. payment by the acceptor 

2. waiver 

3. cancelletion 

4. merger 

5. material alteration. 

1 Payment: 

A bill will be discharged if payment is made by the proper 
i:)ersou and in due course. Payment must be made by the 
acceptor or on his behalf, at <jr aftei maluiity. It must be a 
boiiahde payment to the holder ^\ithout notice of any defect in 
his title. 

Payment by draper or endoiser does not discharge the bill 
(except in case of an .accommodation bill). Payment must be 
made to the ])arty entitled. The amount i>aid must be the 
correct amount. When the bill is paid the holder may be com¬ 
pelled to deliv’cr up the bill. 

Piesentment for juiyment is netO'^sary and without present¬ 
ment theie Is no right to enioice i)aynient against the diawer or 
endoisers. The jdacc of ]>ieseiitiiient i-> deteimined by the term 
of accejitaiice. The piesentiiieiit must be made by the holder 
or .some ]ieis()ii authorised tr) lectsxe pasment on his liehalf at a 
reasonable time on a business day. 

Delay in presentment is excused by ciicuniataiices beyond 
the contreil of the holder. Negligence, default or misconduct 
will not be excused. 

• 

Payment for Honour' *Supra Protest: 

When a bill is thshonourod by non-jiaynient and has been 
protested, any person* not being liable on the bill, may pay the 
bill for the honour of any party liable thereon or f'or the honour 
of the person f'r whose account the bill i.s drawn. Such jiayment 
is called Payment for Honour {supra Prote.st. All jiarties sub¬ 
sequent to the party for wdiose honou];the bill is paid is discliarged 
by such payment. The payer for honour acquires all the 
rights of the holder to the extent of his rights against the 
defaulter and those who were liable to him. 

2. Waiver: 

A bin will be discharged if the holder absolutely and uncon¬ 
ditionally renounces his rights against tlie acceptor. This must 
be done in writing or the bill must be delivered up to the acceptor. 



d. Cancellation: 

Intentional cancellation made with the holder’s coi^nt 
will discharge the bill. 

4. Merger. 

If the acceptor becomes the holder of the bill in his own 
right at or after maturity the bill will be discharged. The 
acceptor however must have acquired a title good against the 
world. If it is transfeired to him witliout consideration, in 
fraud of a previous holder, he \\ill remain liable on the bill. 

6. Material alteration of the bill oi acceptance without the assent 
of all the parties liable avoids the bill. But the party who 
authorized or as.seijtcd to the alteration and the subsequent 
endorsers will remain liable on the bill. 

Foreign Bills: 

Foreign bills aie drawn in sets of two or thiee This is a 
sort of precaution against loss of the instrument in transit. The 
bills are sent by different boats or different routes. Either the 
first of exchange or the second or the third of exchange will be 
paid. 


Stamp 


i 600/- 


Ivondon, 1 Jrme 1942, 


I 

Sixty days after sight of this first of exchange (Second or 
third of the same tenor and date being unpaid) pay to J. 
Jones or order tlic sum of five-hundred pounds only. 
Value received 

To M/S J. M. Hii,l & Co. Yule & Co. 

Bombay 


The Second wull be written as— 

Sixty days after sight of this Second of Exchange (first and 
third of the same tenor or date being unpaid) etc. 

The one first to reach the destination will be presented for accep¬ 
tance and payment. 



made by one person to another, signed by the maker, engagfi^^t^- 
to pay on demand or at a fiiced or determinable furture tlme^ Vi 
a sum certain in money, to, or to the order, of a specified person' > 
or bearer. 


A Promhssorv note is an unconditional nromise in wii 


Form op a Promissory Note 


Stamp 


Calcutta 
5 June 1942, 


Three months, after date, I promise to pay A.B. or order 
Two hundred Rupees. 


X, Y. 


Here X. Y. is making an unconditional i)roraise in writing 
to pay A. B, or to his order. X. Y. is the maker and A.B. the payee. 

Note the difference between a Promissory Note and a bill. 

1 A bill has three original parties, the drawer, the drawee 
and the payee a promissory note has two 

2, A bill is an ordfir to pay, a promissory note is a promise 
to pay. 

J 

f 

3, Promissory note does not require acceptance, a bill does. 

4, Promissory note is a promise by the debtor, a bill is an 
order by the creditor. 

Different scale of stamp duty is applicable to bill and pro- 
missoiy note. 

Cheques: 

A cheque is a bill of exchange drawn on a banker, payable 
<»i demand. 



It is an order made by the depositor, the customer (he is the 
drawer) to the bank (the drawee) to pay to himself or to a person 
named (payee) or to that person's order. 


N. CA{)86764 Calcutta 7 July 1942 

Lloyds Bank Limitiid 
Clive Street, Calcutta. 

Pay P. Q.-or order 

Rupees fifty only- 

Rs. 60-0-0 vSd. N. N. vSeii. 


Here N. N Sen is orderint; Ins banker the IJo>ds Bank 
Ltd., to i>ay Py the sum of Rujiees iiitv Alonv^ the dotted 
line is the jieifor.itioii, the left luiiid pait is the coiiuteifoil v\hich 
is intended to lie used lor keeping notes about the cheijue You 
note there on which date the cheque was diavMi, to whom it was 
paid, the nature of the pajnient and the amount 

When the chetiue is presented the banker must pay if he 
has funds in his hands belonging to the drawer, sufficient to cover 
the cliecpie If he does not jiay he becomes liable to the customer 
If a trader’s che(|ue is wrong!ully dishonoured,the trader ean 
get heavy damage from the bank for the dishonour means loss 
of reputation for him Cheipie is payable on demand. The 
holder must present the cheque to the bank for payment. And 
this must be done within a reasonable time liom the issue of the 
cheque. 

The customer can revoke the banker’s authority to pay by 
countermaid i.e., if he issues "stop payment” order to the banker 
before the cheque has been paid. If the banker receives notice 
of customer's death he must not pay. 


KINDS OF CHEQUES 


Beater Cheque: 

A bearer cheque is one which is payable to the bearer or 
holder, tliot is, any body w'ho may present it to the banker for 



payment. It does not require endorsement of the payee. Such 
cheques are written as— 


Pay—A. B. Esq.--or bearer 

and will be paid to A. B. or any person who may present tlie 
cheque to the bank for payment. 

Order Cheque : 

An order cheque is one which is payable to the order of the 
person named in the cheque. That person may order the payment 
to himself or to any other person. Such cheque therefore re¬ 
quires endor'sement for encabhment or for transfer to another 
person. 

An order cheque is written as— 

Pay A. B. Esq.--- --or order. 

A. B. moy receive ])avmeiit himself by writing his name on the 
back of the cliecjue or he may order ])ayment to X. Y. by endorsing 
as— 

Pay X. Y. 

Signed—^A. B. 

When he just signs his name it is called “Blank” endorsement, 
when he mentions a specified person it is called “Special Endor¬ 
sement”. Sjiecial endorsement is not essential for the transfer 
of the cheque. 

Both bearer and order cheque will be paid by the bank 
across the counter. Any person presenting a bearer cheque to 
the bank will be paid in cash. Any person presenting an order 
checiue will also be paid if it bears the endorsement of the payee 
named in the cheque. * 

There is obviously great risk. A cheque may be lost in tran¬ 
sit or may be stolen. Any person then, in whose hand the cheque 
falls can take payment from the bank although he has no right to 
it. There is therefore the need for protection against such li^. 
This is done by the device of crossing the cheque. 



m 


T 


4 


Crossed Cheques: 

If two parallel lines aie drawn across the face of the cheque 
it becomes a crossed cheque. Commonly in addition to the 
parallel lines “& Co” is written in between the hues. Here 
is a crossed cheque. 


Calcutta .3 Januarj' 1948. 

Bank ok India hTD., 

Clive St. 

PAY Bengal Trading Co or order 
Rupees Seven hundred and fifty only- 

Rs 7.'>{)-{)-(> Sd. J Walter. 

I 

Effect of Crossing 

The banker will not pay a crossed cheque across the counter 
It must be collected through another bank. Supposing the 
Bengal Trading Co keep their banking account with the Central 
Bank of India Ivtd. To collect the above cheque they have to 
deposit the chetiue with the Central Bank of India Ttd. who 
will present it to the Bank of India Ttd. and on realization of the 
proceeds will put the amount to their credit. The Bengal Trading 
Co. can then draw the money by means of a cheque in the usual 
way. • 

If you do not keej) a bank account but receive a crossed 
chequi 'the only way >ou can get the payment is to endorse it 
to some body who has a bank account and when he has collected 
the proceeds in his account he will withdraw the amount and pay 
to you. 

Since a crowed cheque can only be collected through some¬ 
body’s bank account—^it can always be traced who got the pay¬ 
ment—^you can easily understand the sort of protection against 
loss in transit or theft that this device affords. 


No. B. 7.30170 


S' 


O'' 
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9«ii6fid and special orossli^: 

There are various forms of crossing. When a cheque id 
2 rossed with two parallel lines across the tace of it with or witho^l' 
the words “and Company" or its abbreviation "& Co." 
with the words “not negotiable" it is a general crossing. 

GKNERAh CROSSING 


& 


Co 


tvO^ 



When it contains the name of a banker it is called "Special 
crossing. It is crossed to that bank For example — 








It means that the cheque can be collected throu^ the 
National Bank only If you receive a cheque on the Idoyds 
Bank Ltd. with a special ciossing to the National Baiix and 
if you keep 5 ^our account with the City Bank where you deposit 
it for collection, youl banker will first send the cheque to the 
National Bank who will collect it from the Lloyd^ Bank and 
send the proceeds to >our banker. 

An uncrossed cheque may be crossed by the holdei either 
generally or specially He can turn a general crossing into a 
special crossing Thus when you receive a cheque with a general 
crossing you may write the name of j^our banker. This is quite 
a common practice. 

Not Negotiable: 

Crossing with the words not negotiable does not prevent 
further negotiation of the cheque. It can still be transferred 
it limits its negotiable character. The transferee takes it. 
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subject to the title the transferor had, that is, he is liable to have 
set up against him the defects of title available against a pre¬ 
vious holder. If the transferor had a good title, yoti are saf^ in 
accepting such a cheque. But if the transferor’s title was bad, 
you may be compelled to refund the money to the true owner 
of the cheque. 

Account payee : 

When a che<jue is crosst'd with the words “Account payee” 
it constitutes a clear notice to the collecting bank that the drawer 
desires tlie checjiie to be collected for a certain account. 

Dishonoured Cheque : 

When a banker tor some tcason or other refuses to pay the 
cheque when presented the cheque is said to be dishonoured. 
The banker always gives the reason for his iion-payiiieut. The 
banker keeps sli])s printed with all pos.sihle causes of non-payment. 
When returning a di'-liom^ured chetiiie lie atl.K’hes \sith it one 
such slip marking the cause of dishonour. 

Some of the leasons for dishonour aie - 

1. Ktlects not yet cleared, Plcast* present again. 

(This means that the drawer has deposited che<iue which 
are in coui>e ol collection against which this cheque has 
been presented, 'riiereforc ]jreaent again), 

2. Not arranged for 

;i. l^iyoe’s endorsement iireguhir. 

4. Payee’s eiidorMMuent ie([uiied. 

5. Alteration reqniied full signatiiro. 

6. Amount in words & figures diffc'rs 

______ _ 

7. Drawer’s signature differs etc. 

The underline in No. (> will indicate the reason for which the 
cheque has been dislionoured. 

Bank Charges : 

The banker often charges bis customer for rendering ser¬ 
vices. Charges are on the following grounds :— 

1, Commission for acting as an agent. 

2. Incidental expenses. 

Collection’charge on bills, cheques etc. 

4. Interest on over-draft. 




He also often allows a small interest on the day to day balance 
of the customer. 

Record tor these in the customer’s cash book is possible after 
he has received intimation from the bank (in the form of a 
memo) or by examining the Pass Book. 

Customer's account is credited with the interest allowed or 
debited with the interest charged on the .lOth June and 31st 
December. Charge for incidental expenses is also made half 
yearly. 


Difference between a cheque and a bill: 

1. A cheque lequires no cicceptaiice. 

A bill dt>es 

2 Drawer ol the cheipie ii not discharged Irom liability 
by delav m pieseiitmcnt of the checjue 
Delay in presentnieiit of the bill discharges the drawer. 

3. Notice of dishonour not necessary in case of the cheque. 
Notice of dishonour required in the case of bill. 


I. 0. U. : 


This stands tor I owe you. This is a form of acknowleoging 
debt used for petty loans for short time. 

Sometime ofliice staffs take loan from the petty cj\^hier (which 
they should not do) and give him an I. O. U. 


27 July 1942 
I. O. U. 2/- 


1 


Sd/- Broke. 
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Bills Receivable and Bills Payable: 

It has been already explained that a Bill of Exchange is an 
order drawn by a trader on his debtor. When it is accepted 
by the debtor, in book-keeping, it becomes a Bill Receivable 
to the trader. The asset—the book-debt—now disappears from 
the trader’s book and its place is taken by the Bill Receivable 
(B/R). Tins is the main point to note when recording Bill 
Receivable in the books of accounts. 

The Bill Receivable will also in its turn disappear being con¬ 
verted into Cash on maturity or by discounting. 

Similarly when the trader accepts a Bill, it becomes Bill 
Payable to him. He debits the creditor (drawer) and credits 
Bills Payable Account. On the due date when the bill is paid 
he debits the Bills Payable Account and credits Cash. The 
creditor’s account disappears from the books audits place is taken 
by the Bills Payable, The cieditor’s name is no longer of any 
interest and in fact, it is very unceitaiii, for you do not know 
who will be the holder in due course when the time of payment 
arrives. 

Bills Receivable Book: 

It is necessaty to keep a detailed record of all the Bills Receiv¬ 
able received by the trader. I'ull ])articulais of each Bill 
Receivable such as the names of the drawer and the acceptor, the 
date of the bill, the due date, the amount, etc., are recorded 
in a book called the Bills Receivable Book Individual postings 
to the credit ol the parties concerned are made from this book 
and the total is posted to the debit of the Bills Receivable Account 
in the Oeneral l„edget • 

Similarly a Bills Pay.ible Book is maintained to record full 
particulars of all the Bills accepted by the trader. The indi¬ 
vidual items aie posted to the debit of the parties concerned, 
the total being posted to the credit of the Bills Payable Account. 



Bills Re».eivable Book 
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Postings: 

Hie holder of a Bill Receivable (B/R) may deal with it in any 
of the following ways :— 

(a) He may retain it until maturity and then realise it. The 
entries are -debit Cash and credit Bills Receivable Account, 
on realisation. 

{b) He may endorse it to liis creditor in payment of his debt 
—debit the creditor's account and credit Bills Receivable Account. 

{cf He may dihcount it beit)rc matuiity. The entries are— 
debit Cash (Bank), debit l^iscoiint Account (with the Discount 
charged) and credit Bills Receiv^able Account with the fuU amount 
of the Bill. 

{(i) He may send it to his banker for collection on the due 
date. The entries are- 

Debit “Bank Account for Collecti(»n of Bills” and credit Bills 
Receivable. On realisation the former account will be credited 
Cash (Bank) being debited. 

Note, this case is similai to («) alxn’c i.e , the Bill is held by 
the drawer till matuiity. The only difference is that the drawer 
docs not keep it inhis possession but hands it over to his banker for 
collection on the due date. It would cleanly be wrong to debit 
the Bank and credit Bills Receivable when the bill is sent to the 
bank. It becomes necessary to open a separate account called 
the “Bank Account for C<illection ol Bills”, which account is 
debited and the Bill Receivable Account credited. When the bill 
is collected the former account will be credited and the Bank 
debited. 

Example 1: 

On I January 1948 A draw.s a bill on,J{ for Rs. 1,000, payable 
2 months after date, Tlie bill is duly paid on maturity. Show 
the accounts in the books of A and B. 


Dr. 

1948 

Jan. 1, To B 


« 


I 


A’s Books 

Bill ^^eccivable Account 


1000 


lOOOlO 


I 1948 
0 t)' Mar. 4 Bj" Cash 


1000 


0 


1000 


Cr. 


0 | 0 


0 , 0 



Cash Book 


Dr. 


1948 

1 

1 




Mar, 4 

To Bill 


1 



Receivable 1000 

1 

1 

1 

0 

0 


1 

4 

1 


' 

1 


Ct. 



Dr. 

1948 I 
Mar. 41 


To Cash 


V 


li'b Books 

Bills Payable Account 


I 


*1000 0 t) 


I94s 

M.ir 1 


A 


I 


I 


t 


I 

I 


Cr, 

" I 

1000 | 0 ( 


Cash Book 

Dr. Cr. 



[ 1948 



^lai 4 

By Bill 

• 

•• 1 

1 

Pavabh^ 10(>0 0 

• 



• » 1 

1 

t 

1 

• 
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Example 2: 

A Bill for Rs. 6,000 was drawn byB & Co , onC. & Co., and 
^ accepted by the latter payable at the iBank of India Btd. Show 
^ what entries would be passed in the books of B. & Co., under each 
of the following circumstances.— 

(a) They held the Bill till maturity and then realbed it. 
(&) They discounted the Bill with their baiikem for Rs. 6,990. 
(c) They endorsed it over to their creditor M. & Co., in settle- 
mexrt of their own debt. 



Books of B & Co. 
Journal Entries 


(a) I Cash Dr i «,000 0 0 

To Bills ReceiVfililt* A/c ' I 

Being the .imoniit 
I leceived on uiiitunl> ol I 

I C & Co’s acceiitaiicc 


( 6 ) 


(c) 


Cash Dr 

Discount 

To Bills Receivable A/c 
Being the Cash & discount 
on C & Co's .icceptauce 
discounted 


M. & Co Dr 

To Bills Receivable A/c 
Being the entry for 
payment to M. ifc Co by 
C. & Co 's acceptance 


6,000 


Ol 0 


5,900 0 0 

10 0 o' 


6,000 


6,000 0 0 , 


6,000 


0 


0 


0 , 


0 


Entries on Dishonoured Bills: 

♦ • 

When a bill is dishon<)ured by non-payment, the acceptor is 
wholly liable for it Entries are necessary to make the acceptor 
debtor again, as he was, before he accepted the Bill 

(а) When a Bill retained by the diawer till due date is dis¬ 
honoured —the acc'eptor’s account is debited and the Bills Recei¬ 
vable Account is credited ith the full amount of the Bill. The> 
acceptor is also debited with the exi)enses that might have been 
incurred—Cash being credited. 

(б) When a Bill endorsed away in payment of a creditor is 
^dishenottred on maturity—the acceptor’s account is debited and 
^ creditor’s account is credited with the full amount of the bill. 






(fr) When a Bill Receivable already discounted fife 
‘ on nmturity—^tbe acceptor's account is debited a&i the Bonk - 
account is credited. 

{d) When a Bill Receivable already sent to bank for collectiotl 
is dishonoured—^the acceptor’s account is debited and the ^'Bank 
I Account for Collection of Bills” is credited 

Example 3 : 

Karun draws a bill loi Rs 2,000/- on Tamil Tamn accepts 
the bill and retuiiis it to Kaiuii on the same date Karun endorses 
it to Baruii who passes it onto Abraham. The latter discounts the 
bill for Rs 1,950/- The bill is finally dishonoured Give entries 
in the books of all the Parties 

‘ • {Cal. Uiii. B. Com. 1946) 


Kanin’s Books 
Journal Bntiies 


1. 

1 

Bills Receivable A/( l)i | 

To Tanin's A/c 

Being the receipt ot the 
bill duly accepted by 
Tamn 

. 

1 

Rs 

2,000 

a 

0 

P- 

0 

Rs. 

2,000 

a. 

0 

P- 

0 

0 

2. 

“ 

Bamn’s A /c * Dr. 

To Bills Receivable A/c 

Being tl e endorsement of 
the bill in favour of Baruii. 

2,000 

0 




3. 

Tamn's A/c. Dr. 

To Bamn’s A/c 

Being the dishonour of 
the bill on maturity. 

2,000 

0 

0 


1 

0 









2. Bills Pa 5 'ablc A/c 
To Karun’s A/c. 

Being the dishonour of 
Karun’s Bill on niatur- 

! ity 


Dr. 2,000 0, 0 


2 , 000 , 0 0 


Barun’s Books 
Journal lintries 


Rs. a. p. Rs. 1 a. p. 

1. Bills Receivable A/c Dr 2,000 0 0 ' I 

To Karun’s A/c 2,000 0 0 

Being the recei]>l ol the 


bill from Kaiuii 




2. Abraham’s A/c Dr. 

To Bills Rccei\'able A c. 

I Being the endorsement of 
the bill in fa^ otir of 
' Abraham. 


Kanin’s A/c ] 

To Abraham’s A/c. 

Being the dishomnir of 
Karun’s Bill on maturity. 


.Ij.OOO 0 o| 


2,000 0 0 


2,000 01 0 


2,000 0 0 

I I 1 
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Abraham's Books 


Journal Entries 


1. 

( 

Bills Receivable A/c Dr. 

To Banin’s A/c. 

Being the receipt of a Bill 
from Barun duly endorsed 

2. 

V 

Cash (Bank) A^c Dr 

Discount 

To Bills Receivable A/c 

Being the discounting of 
the BiU. 

3 

Barun's A/c Dr 

To Cash (Bank) A/c 

Being the dislionoui of the 

Bill on maturity. 


Rs. a. 

2,000 01 


0 


Rs. 

2,0001 


a.| p. 

I ^ 
O’l 0 


1,050 O' 0 


50 0 


0 


2,000 0 ) 


0 


2,000 0 0 


2,000i 0 


0 


Entries on Renewal of Bills : 

The acceptor of a Bill soiiietiiiies finds huiiself unable to 
honoui liis acceptance on niaturit 5 ' Instead of allowing the Bill 
to mature and then dishonom he may recpiest the draui i or the 
holdei to draw a fresh .bill ioi an cKteiided peiiod in cancellation 
of the present one Interest charges for the e.\;tended peiiod of 
credit and other iieeessary cost will be borne by the acceptor. 

The entries neces'saiv to lecord the transaction are . 

{a) Debit the acceptor and credit the Bills Receivable Account 
with the amount of the original Bill thu^ can('"*lliug the previous 
entries. 

(6) Debit the acceptor with intei^st and citdit the Interest 
Account with the interest charged 

(c) Debit Bills Receivable Account wath the amount of the 
new Bill and credit acceptor with like amount 

Sometimes the acceptor pays a part of the Bill in Cash and ac¬ 
cepts the new Bill for the balance amount and the interest payable. 

If the interest and other expenses are paid by the acceptoi by 
Cash—^Debit Cash and Credit the acceptor. 







Example 4 ; ' 

A drew a Bill on B for Rs. 800 due three months. B accepted 
the same on 15th January 1947. On the same day A discounted 
the .Bill with the 1/loyds Bank Ltd. at Rs. 789/-. On the due 
date B could not pay. On 21 April 1947 B accepted a 
fresh Bill for one month with Rs. 25 added for interest and cost. 
Show the entries in A’s Books. 

A’s Books 
Journal Entries 


1947 

Jan. 15 Bills Receivable ] 

ToB 

Being B’s acceptance of our 
bill. 


Jan. 15 Bank ] 

Discount A/c. 

To Bills Receivable 
Being the amount rece¬ 
ived by discounting B's 
acceptance 


800 O' 01 


789 0 0 
11 ' 0 0 


800 0 0 


800 0 0 


Apr. 18 B’s A/c. 

To Bank 

Being dishonour of B’s ac¬ 
ceptance. 


ipr. 21 B’s A/c. 1 

To Interest A/c. 

Being interest for extension 
of time. 


\pr. 21 Bills Receivable 
. To B's A/c. 

Being B’s acceptance 


Dr. 800 0 0 


I i 

25 0 oil 


800 0 0 


26, 0 0 






ENTRIES ON ACCOMMODATION BIU 

' ♦' 

Example 5 : 

For mutual accommodation of Ram and Rahim, Ram dtsw^ 
a Bill on Rahim for Rs. 1000. Rahim accepts the Bill and je- V,, 
turns it to Ram who discounts the same with the bank for Rs. 2 

The proceeds are divided equally between Ram and Rahim. On ^ 
the due date Rahim paj’s the Bill having received from Ram the ^ 
amount due from him. You are required to give the entries into 
the books of Ram and Rahim. 


Ram’s Book 
Journal Entries 


1 . 


Bills Receivable A/c 
To Rahim’s A/c. 

Being the acceptance of the 
bill by Rahim. 


Rs. ja p. 
Dr. 1,000 o' Ol 


2. I Cash (Bank) Dr 

Discount A/c 
To Bills Receivable A/c. 
Being the amount received 
[ on discounting 


t 

. • > 


3. I Rahim's A/c.. 

To Cash (Bank) 

,, Discount A/c. 

Being the remittance of 
I I the proceeds to Rahim. 


Dr. 


4. 1 Rahim’s A/c. Dr. 

To Cash (Bank) 

Being the remittance of the 
amount due to Rahim. 


I I 


DSO 0 0 
20 ' 0 0 


500 0 0 



.500 Ol o: 


400' 0, 0 
10 , 0 ! 0 
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Rahim’s Books 


j Rs. a. p. Rs. a. p. 

1. I Ram’s A/c. Dr. j 1,000 0 0 

i To Bills Payable A/c j j { 1,000 0 0 

j Being the acceptance of i ' 

I Ram’s bill. i * 



Example 6: 

Banerjee for the mutual and temporaly accommodation of 
himself and Cliatterjce, draws upon the latter a bill of exchange , 
at 3 months for Rs. l.OOOy- dated 1st January, 1944. Banerjee 
discounts the bill at 4% and remits half the proceeds to Chatterjec, 
Chatterjee at the sanietime ^.nd ftn a similar purpose draws a bill ^ 
at 3 months on Banerjee for Rs. 900/-. This he discounts at his 
bankers at 4% and sends half Uie proceeds to Banerjee. Cha¬ 
tterjee becomes bankrupt on 31st March 1944 and a first and 
final dividend of 4as. in the Rupee is received from his estate on 
30th June 1944. 

Give the journal entries and ledger accounts in the books of 
Banerjee and Chatterjee. 



Books of Banerjee 
Journal Entries 


1944 

Jan 1 Bills Recei\ able A/c 
To Chatterjee’s A 'c 
Being the amount of bill 
I dated Jan 1, 1044 accej)- 
I ted by Cliatterjee 


Dr. f 1000 0, 0 


lOOOl p 0 


Cash (Bank) 1 

Discount AIq 
To Bills Receivable A/c. 
Being the aniount receiv¬ 
ed on discounting the bill 
Jan 1 1044 at 4" , 


990 0 0 | 
lo' 0, 0 


1000 0 0 


Chattel lee's A/c 1 

To Cash (Bank) 

,, Discount A/C 
Being tlie remittance of 
hall the proceeds to 
Chatterjee 


I Chatterjee’s A;js 1 

To Bills I*ayable A/c 
I Being the *acceptance of 
Chatterjee’s ’bill at 3 
months. 


500 0 0 


I I 


I i ' 


900 0 o' 


495' 0 0 
5! 0 0 


900| 0 0 








Apr. 4 Bills Payable A/c 1 

To Cash (Bank) 

Being the payment of 
Chatterjee’s bill on maturity. 


Jufie Cash (Bank) T 

30 To Chatterjee’s A/c 

Being the receipt of a 
dividend ol 4 as. in the 
Rupee 


June Bad Debts A/c 1 

30 To Chatterjee’s A/c 

Being the balance of 
Chatlerjee's A/c now yirritten 
off as bad debts. 


900 0 Ol 


237 8 0.1 


712 8' 01 

I I I 


9001 0 0 


712 8 0 


Ledger entnes in the books of Banerjee 
Chatterjec's Account. ' 


Date Os. ft. p. L.F Rh. |a. ] 

1944 I Jan. 1 By Bills Reoeiv- . 

Jan. 1 To Cash I 49.'>j 0 0 able 1,000/00 

„ „ DiHcount a/c Tv 0 0 

„ „ Bills Paj able 900 ' 0 0 „ „ Cash 445,80 


Api/il 4| n Gash 


1,000 0 0)^ „ „ Dtscotmt a/c 

I Juno30 „ Cash 
I June „ Bad debts a/e 


4 SO 

237 8 0 
712 so 









Jan.l To Chaiterjee 


Bills Recdvable A/c. 


I I > 

L.F. Kb. a. p, 1944 

I 1,000 oj 0 Jan. 1 By Cash 

I 


By Discount a / o 


1,000 0 0 



Bills Payable A/c. 


1944 

LF. 

Rs 

a. 

p. 1944 


L.F. 

ite. 

900 

a. 

April 4 

To Cash 1 1 

1 

1 1 

900 

0 

0 Jan.l 

By Chatterjee 


0 


1 . _ 








Books of Chatterjee 
Journal Entries 


1944 

Jan. 1 Banerjee’s A/c 1 

I To Bills Payable A/c 
I Being the acceptance of 
I Baiierjee’s bill at 3 months. 

i 


w 

Jan. I Cash (Bank) ] 

Discount A/c*, 

To Banerjee's A/c 
Being the receipt of half 
the share of the proceeds 
from Banerjee. 


Jan. I Bills Receivable A/c ] 

To Banerjee’s A/c 
Being the acceptance of 
the bill dated Jan. 1, 1944 
by Banerjee. 


1000 0 0 


i 1000 0 0 



600 0 0 


900 0 0 












Jan 1 


Cash (Bank) Dr 

Discount 4/c 
To Bills Receivahle A/c 
Being the amount received 
on discounting Bill dated 
Jan 1, 1044 at 


Jan 1 I Banerjee’s A/c Dr 

I To Cash (Bank) 

,, Discount A/c 
Being the remittance of half 
I the proceeds to Banerjee 


891 0 0 
9 0 0 


900 0 0 


450 0 0 I 

445 8 0 
4 8 0 


Apr 4 Bill I\i\ui)k A c Dr 1000 0 0 

To liuicrKcs V c , 1000 0 0 

Being the dishonour ot the 
bill on becoming bankrupt 


June i Banerjee’s A/c Dr 

30 I To Cash (Bank) 

I Being the pa’' meiit ot a 
divicleiid of las m the 
1 Rupee 


237 8 0 


237 8 


0 


JofRs l,000=Rs 500/- 
I of Rs 900 =Rs 450/- 

Rs 950/- received b-y Chatterjee 


4as m the rupee—Rs. 237-8-0 




Ht 


l<edger accottuts in the book^ of Chattetjee 
Banerjee’s Account. 


Jab. i To Bills Payable 
a/c 

», „ Cash 

, „ Discount a/c 

JaneSO „ Cash 
„ „ Balanct (/d 


L F Rs .a 'p I 1944 

J m I By 0 ish 

1,000 0 01 „ „ Discount 

I 445 8 0 1 „ Bills leceiyabloi 

I i 8 0l\piil4 „ Bills Pa>able ' 

I 217 8 0 I 

j 712 8 0 I 

I 2,400 0 0 


iJiim'lOl Bv Balamo B/D 


IBF Rs 'a p. 
49o 0 0 
5 0 0 
I 900 0 0 

' I 1,000 0 0 


2,400 0 0 


712 8| 0 


Bills Recenable a/c 


1044 I 1 r 

Jan 1 To Banerjei’s 
a/t 


Hs I p ' 1911 

Ian Jr Bv C asli 

900 0 0, „ „ Disioiintn « 


900 0 0 


Hs a p 
8911 00 
9 00 


mm 00 


Dr Bills Payable a/c. Cr. 


1944 

LF 

« 

Rs a i» 1944 

» 

L K 

ipiil 4 To Banerjee’s a/c 

1 


1,000 0 0 Jan.l 

_1_ 

By Bamrjee’sH « 1,000 0 0 

1 1 


EXERCISE 


1. What is the definition of a Bill of Exchange ? 
i, state briefly some of the advantages of Bills of Exchange!^ 


242 


3. Distinguish between (a) trade bill and accommodation 

bill (b) drawee and acceptor. 

4. What are negotiable instruments? Name some. 

6. What is the difference between a Bill of Exchange and a 

cheque. 

0 What is meant by acce])tance of a bill? How it is 
affected ^ 

7. How does a Bill of Exchange differ from a Promissory 

note ^ 

(Cal. U.) 

8. ICxplain the difference, if any, betw’een a general accep¬ 

tance and a qualified acceptance of a Bill of Exchange. 

(Cal. Uni.) 

9. Define, (a) Accommodation Bill (b) Holder in due course, 

(c) not negotiable instrument. 


(Cal. Uni.) 

10. Explain the term (a) notary public (b) noting chaiges 

(c) recourse 

11. What is meant by presentment for payment ? When 

is it necessary' and when no? '• 

12. When is a bill dishonoured (a) by non-acceptance (b) 

by non pajnnent ? 

13. What is the definition of a Promissory Note ? Is there 

any difference l^etween a Promissory Note and a Bilb 
of Exchange If any, explain. 

14. What is the definition of a cheque ? Give a specimen. 

16. Explain the following terms: (a) Bearer cheque, (b) 
Order cheque, (c) Counterfoil (d) Post Dated cheque. 





16. WJiat is a crossed cheque ? What is the object of crossing ? 

Explain the following phrases sometimes added to 
crossings •- “not negotiable’^ “A/c payee only.'* 

17. W'hat is meant by endorsing a cheque ? and wlien is it 

(a) necessary (b) necessar}*^^ 

IK. (a) A Bill for Rs. 5,000'- was diawn by Das Oiipta & Co. 
on Bose & Sons and accepted by the latter payable 
at the Nath Bank htd. Sliow what entries would be 
passed in the Books of Das Chq^ta & Co. under eacli 
of the following ciicumstances. 

(1) If they retain the bill till maturity and then realise 
it (jn due dato. 

(2) If they dif>count it with their bankers for Rs. 4750/-. 

(:J) If they endorse it over to their creditors Banerjee 
Brothers in settlement of their debt. 

(4) If they send it for collection to their bankers 

(b) State what further entnes wxmld be passed under 
each of the abovi circunistfinces, if the Bill was dis¬ 
honoured on the due date. 

What is an Accommf)dation Bill ? A is a merchant who 
has transactions witli B in Accommodation Bills. Give the 
entries in the books of B which you would make in tespcct of the 
following transactions 

on 1st January A draws on B at months for £500, and 
discounts the acceptance with the Dondon and County Bank Dtd, 
receiving £495, in rash of which he hands £247 10 0 to B. 
On 31st March in order to provide funds to mefet this bill, B 
draws on A f(»r £550, at three months and discounts the accep¬ 
tance with Browm, Jansoii & Co. receiving £545 in Cash of w'hich 
he hands £22 10 0 to A. On the 29th June, A is made a 
bankrupt. * 

Chartered Accountants. 

20. Bijoy »Sen approached his friend, Mahammad Ali for a 
loan of Rs. 5000/- and the latter being unable to find the money 
agreed to accept a Bill drawn on him at 3 months for accommoda¬ 
tion, In due course, the Bill was drawn, accepted and discounted 



with A Bank. On due date the Bill was diidtcoioured and was 
therefore returned by tlie Bank with noting chaiges"*ks. t-8-0 
and expenses Rs. 2/8/-. Show entries in their books. 

21 Write up, in the books of both parties, the Ledger 
Accounts (including Cash) tor the. following transactions in the 
bill. 

On July 1, S Sircai accepts a three months bill for Rs. 1,500/- 
drawn on him by G Basu for the latter's benefit. 

Basu discounts the bill at the rate of 3|% per annum and at 
maturity forwards Sircai a checjue with which to meet the bill. 

22, M/s- Mukheriee & Co, owe £1000, to M/s. Peter Brown 
in London Indicate how the foimer can pay the latter by a 
Bill of Exchange 
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PARTNERSHIP ACCOUNTS 

Often different persons join together in order to carry on 
certain business. Factors that bring people together for such 
joint enterprise may be many. The capital one individual 
can lay out for the business may not be adequate—he then 
finds it necessary to join with some one who can and is willing 
to invest some capital and is prepared to take the risk for the 
sake of profit. It may be, that for the purpose of expansion 
of the business further capital is needed. In such a case a partner 
with capital will be useful. Or again, a man may have ideas 
but not capital—he will then look for a capitalist tc; exploit 
his invention on terras of sharing of profits. 

Definition —The Indian Partnership Act 1932 defines a 
Partnership as “the relations bet>\'een persons who have agreed 
to share the profits of a business carried on by all or any of them 
acting for all”. 

Persons who have entered into partnership are called 
“partners”. Collectively, they are known as “a firm”. The 
name under which the business is carried on is called the “firm 
name.” 

Essentials of Partnership : 

1. The relation of partnership arises out of contract. There 
must be an agreement between all the parties concerned. 

2. There must be a business (which includes any trade, 
profession or vocation) which must be carried on by all or any 
of them for the benetit of all. 

3. It must be for <'amiiig profit which will be shared by the 
partners. 

How existence of partnership is determined : 

The parties must share profits, if they are partners. But 
although sharing of profit is the main element in partnership, 
that by itself does not necessarily make the parties partners. 
Other factors shall have to be considered in determining the 
real relationship between the parties. 

1. Members of a Hindu undivided family carrying on a family 
business are not partners in sudi business. Parbtmrship does 
not arise out of status. 
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2. The shaxii^ of profits or of gross returns arising from 
' property by persons holding a joint or common intmest in that 

property does not of itself make such persons partners. 

3. The receipt by a person of a share of the profits of a bua- 
ness or a payment contingent upon the earning of profits or 
varying with the profits earned by a business, does not of itself 
make him a i)artner with the person carrying on the business 
and in particular the receipt of sudi payment:— 

(a) by a lender of money to persons engaged or about to 
engage in any business, 

(b) by a servant or agent as remuneration, 

(c) by a widow or a child of a deceased partner, as annuity, or 

(d) by a ])revioiis owner or ])art owner of a business as a 
consideration for the sale (jf the goodwill or share thereof, 
does not of itself make the receiver a partner with the person 
carrying on the business. 

Kinds of Partners : 

There may be different kinds of partners according to the 
convenience of the i)arties. 

(a) Active Partner -One who actually takes part in the con¬ 
duct of the business. 

(b) Sleeping or Dormeiit Partner- -One who has capital in 
the business but takes no part in the conduct of the same. 

(c) Quasi l*artner one who has retired from the business 
but has left his capital in it as a loan, receiving interest on it 
varying with profits. 

• • 

Minor as a partner : , 

With the consent of all the partners a minor may be admitted 
to the benefits of the partnership but he cannot be made perso¬ 
nally liable for the debts of the firms, his share only in the 
partnership being liable. If on attaining majority he elects to 
become a partner, his liabyity as a partner dates back to the 
time of his being admitted to the benefits of the partnership. 

Illegal Partnership : 

No partnership can be formed for the purpose of any business 
for profit consisting of more than twenty persons. For banking 
business the number must not exceed tmi. 



Difter^nee between Partneiship and Co-ownenditp: 

Partnerehip is the relation subsisting between persons 
carrying on business with a view to profit. Co-ownership is the 
joint ownership of property by two or more persons. It is not 
necessarily the result of agreement between parties as partner¬ 
ship is. Nor does co-ovraership necessarily involve canyittg 
on business for profit. A co-owner can dispose of his ^are 
without tlie consent of the other co-owners. A partner cannot, 

Decision by majority, its iimitation : 

Any difference arising in the ordinary conduct of the busi¬ 
ness may be decided by the majority of the partners but no change 
can be made in the nature of the business without the consent 
of all the partners. Nor can any majority of the partners remove 
a partner from the firm unless a power to do so has been con¬ 
ferred by express agreement betw'eeii all the partners. 

No person can be taken into the firm as a partner without 
the consent of all the existing paitners. 

Duration of Partnership : 

Unless by agreement it was entered into for a fixed term, a 
partnershij) can be dissolved at any time by one partner giving 
notice to all the other partners of his intention to do so. If the 
partnership was originally constituted by deed, a notice‘should 
be in w'riting, signed by the ])artner giving it. 

When a partnership entered into for a fixed teini is continued 
beyond the period, the rights and duties of the parlin'rs remain 

the same as they w^ere^t the time of expiry of the tejui. 

• • 

Duties of Partners 

Partners must cajrry on business for the benefit of the fiim 
and shall be just and faithful to each other. Tb'ach paitner is 
bound to render true accounts and full infoimations regarding 
the partnership business to all the other j*artners. No partner 
shall derive any personal benefit from any transactions of the 
firm, or from any use of the partftership i>roperty. The firm 
name or the business connection cannot be utilised by any partner 
for his personal gain. 

No partner shall carry on separately any business of the 
same nature without the consent of the other partners. The 
profits derived from such business, if carried on, shall have to 
be made over to the partner^p firm. 



Rights ftnd Duties of Partners : 

Subject to any agreement between the partnem— 

(a) Every partner has a right to take part in the conduct 
of the business. 

(b) Every partner is the accredited agent of the partnership 
firm and can bind all the other partners by his act in all matters 
which are within the scope and object of the partnership. 

(c) Every partner has aright to inspect the Books of Accounts 
of the firm and take copy of the same. 

(d) Partners are entitled to share profits equally and shall 
contribute equally to the loss sustained. 

(e) Every partner shall attend diligently to his duties in the 
conduct of the business. 

(f) If there is provision for iiayment of interest on partners’ 
capital, such interest shall be i)aid only out of profit. 

(g) A partner is entitled to interest at the rate of six per 
cent on any amount advanced by him to the firm or for the 
purpose of the partjiership business beyond the amount of 
capital he has agreed to subscribe 

(h) The finn shall indemnify a partner in re.spect of payments 
made and liabilities incurred by him. 

(») in the ordinary and proper conduct of the business 
of the firm and 

{n) in doing such act, in an emergency, for the purpose 
of protecting the firm from loss, as would be done 
by a person of ordinary prudence, in his own case 
under similar circumstances. 

(i) A partner shall indemnify the firm for any loss caused 
to it by his wilful neglect or fraud in the conduct of the 
business of the firm. 

(j) Ever}’ partner is liable jointly with other partners and also 
severally for all debts and obligations of the firm incurred while 
he was a partner. 

UaUIity lor holding out as a partner : 

Any one who by words spoken or by conduct represents 
himself or knowingly permits himself to be represented as a 
partner in a finn, is liable as a partner in that firm to any one, 
who has, on the faith of any such representation given credit 
to that firm, whether the person representing himself or represen¬ 
ted to be a partner does or does not know that the representation 
has reached the pemon so giving credit. 
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All property, rights, and interest in property ori^naUy brou^t 
into partnership business or acquired whether by purchase ot 
otherwise in the cotirse of partnership business are the firm’s 
property and must be applied exclusively for the purpose of the 
partnership business. Property bought with the firm’s money is 
presumed to have been bought on account of the firm. Partnership 
property includes the goodwill of the business 

Liability of Firm : 

The finn is liable to make good the loss if (1) one partner 
apparentl> acting within the scope of his authority receives 
money or property of a third party and misapplies it, and 

(2) if money or property' of a third party, received by the 
firm in the course of its business, is misapplied by a partner. 

Partnership Agreement; 

Partnership is the result of mutual agreement between the 
parties. The rights, duties and obligations of the partners are 
determined by the agreement. The Partnership Act wll prevail 
on any matter not specifically dealt with by the agreement. 
The agreement may be in writing, bj' deed, or it may be by word 
of mouth. It may even be implied from the conduct of the , 
partners. But it Is alw'ays advisable to have the partnership 
agreement in writing, embodying the various terms and condi¬ 
tions agreed to by the partners It is suggested that the following 
matters should be specifically dealt with in the written ag-eement— 

1. The amount of,capital each partner is to contribute. 

2. Whether interest is to be allowed on capital and, if so, 
the rate thereof. • 

3. How much each partner is to be allowed to draw and 
whether and at what rate, interest is to be charged on partners' 
drawix^s. 

4. How profits and losses including capital profits and losses 
are to be shared between the partners. 

6. Whether drawings, profits and losses, and interest are to 
be dealt with in separate Current Accounts or should be meiiged 
in the Capital Accounts. 

6. That a Profit & Loss Account and Balance Sheet be drawn 
up every year and audited by a professional accountant, and 
that su<^ Balance Sheet be signed by each partner and be binding 
on them. • 



7. The method of determining the Good^nU of the firm 
in the event of death or retirement of a partner. 

8. How, in the event of a partner’s death or retirement, the 
amount payable to him is to be determined-*-whether he is to be 
entitled to capital as per last Balance Sheet plus interest at a 
certain rate to the date of death or retirement in lieu of profits 
or whether a fresh account is to be prepared, and whether the 
assets of the partnership are to be revalued for this purpose 
and the method of repayment. 

9. The question of payment of salary to any partner. 

10. An arbitration clause for settling all disputes among the 
partners by referring the matter to arbitrators. 

Variation of Terms: 

Partners are, of course, free to alter the terms and condi¬ 
tions of their agreement any time they like. The variation may 
be in writing or it may be inferred from a course of dealings. 

Partner's power to bind the firm : 

I^'or the piiri)ose of the partnership business every partner 
is an unlimited agent t)f the firm and of eveiy^ other partner. 
Bacli partner's acts, so lojig it is not beyond the sct)pe of the 
partnership business, is binding on the firm and on the other 
partners unless the i)artner so acting had no authority to act 
in that particular matter and the person with whom he is dealing 
knows that he had no authority. 

Notice to any partner will ]ye deemed to be a notice to the 
firm except in the case of a fraud committed on the firm in 
which that partner is a party. • , 

Implied Authority of a Partner : ^ 

Every partner will be assumed to have the authority to do 
the following :— 

1. He may sell any gof>ds or personal chattel of the firm. 

2. He may purchase on account of the firm any goods of a 

kind necessary for or usually employed in the business carried 
on by the firm. * 

3. He may engage servants for the firm. 

4. He may receive payments for debts due to the firm and 
give receipts for the same. 

And in a trading concern, 

6. He may borrow money on the credit of the firm. 

0. He may pledge any goods or personal chattels belonging 
.to ihe firm. 
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A partner has no implied authority 

1. To bind the firm by a deed. 

2. To give guarantee in the name of the firm. 

3. To submit a dispute relating to the business of the firm 
to arbitration. 

4. To open a banking account on behalf of the firm in his 
own name. 

5. To transfer or acquire immovable property belonging 
to the firm. 

To compromise or relinqiiihli a claim by the firm. 

7. To withdraw a suit tiled by the firm or admit any liability 
in a suit against the firm. 

The partners, by agreement amongst themselves can, 
of course, extend or restrict the implied authority of a partner. 
This is an internal arrangement. Any act done by a partner 
on behalf of the firm which falls within his imiilied authority 
will bind the firm notw'ithstanding any .such restriction, unless 
the person he is dealing with, knows of the restriction or docs 
not know or believe that partner to be a partner. 

Partner's Liability : 

Every partner is liable jointly with all the other partners 
and also severally for all acts of the firm done while lie is a 
partner. 

Liability of Incoming Partner : 

A new partner is ppt liable for debts incurred before he en¬ 
tered the firm. But if he takes over the debts already incurred, 
by an agreement wttli the existing creditors, he will be liable 
for such debts as a partner. • 

Liability of Outgoing Partner : 

A partner who retires from the firm does not cease to Ije liable 
for debts incurred while he was a.partner, but he may be dis¬ 
charged from liability by an agreement to that effect between 
himself, the continuing members of the firm and the creditors. 
The agreement may be express or inferred from the course 
of subsequent dealings between the creditors and the firm. 

A retiring member is not liable for debts contracted subse¬ 
quent to his retirement. But he may be liable if he continues 
an apparent member of the firm as regards persons who 



in the habit of dealing with the firm and were unaware that 
he had ceased be a partner. 

Capital of Partners: 

It is a matter of agreement between the partners as to how 
much capital each partner should bring into the partnership 
business. It is by no means obligatory that partners should 
contribute capital equally And, bringing in Capital does 
not necessarily mean bringing in cash Some partners may 
introduce other assets Such as Stock-iii-Trade, Book Debts, 
Plant & Machinery etc at an agreed valuation 

It is not even necessary that each partners should bring in 
capital. A junior or an einjiloyce may be taken as a partner 
without his bringing in capital. 

Drawing of Partners— It is almost alwa 3 *s the case that 
the partners take money from the business during the year 
at regular or inegular intervals. These are the partners' drawings 
out of anticipated profits of the year At the end of the year 
when the profit earned and each partner’s share is ascertained, 
the accounts show how much each partner is still entitled to 
withdraw. If their was loss or if withdrawals w ere more than the 
profit earned, the partner or partners as the case may be must 
bring back the excess amount drawn. 

Generally in the Partnership Deed, their is a clause dealing 
with the partners’ drawings 

Sharing of Profits and Losses * 

Partners must settle by agreement ns to how the profits 
and losses are to be shared between them In the absence of 
any such agreement the partners will be deemed to be equal 
sharers in profits and losses There is the common misconception 
that the partners share profits and losses in the ratio of their 
capital. They don’t, unless they put in equal capital or unless by 
agreement. 

Iiiterest on Capital: 

In the absence of agreement partners are not entitled to 
^charge interest on their capital. Where the partners contribute 
Capital equally and share in the profit and losses equally the ques¬ 
tion of charging interest on capital is immaterial. But where the 
partners contribute capital unequally but share profits equally 
.the partner with smaller capital gains at the expense of the one 
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with bigger capital. Also ^here the parttM^ contribate 
equally but share the profit unequally, the pateier who takes ^ 
larger share gains at the expense of the other. Pro\isioA of 
charging interest on the capital would remove the advantage 
one would otherwise get over the other. 


Example: 

A, B andC are partners with capitals of Rs. 40,000 eacli, and 
share profits in the ratio of 4/9ths, 3/l)ths and 2/9ths. The net 
profit for the year 1047 before charging interest on Capital 
amounted to Rs 42,000 

Show the amount of each partner's gain from the business 
(a) if no interest is charged on Capital, (b) if 5% interest is charged 
on Capital. 

(a) If interest is not charged on Ca]ntal the profit will be 
divided as 


Rs 

A—4/9tlis of 42,000 

B—:i/9 ,, oi 42,000 

C~2/9 „ .of 42,000 


Rs. a. p. 
18,066 10 8 
14,000 0 0 
9,333 6 4 


(b) If interest at 5”^, is charged on Capital. 


Profit and hoss Account 


To Interest on 

A’s Capital Rs. 2000, 
B’r „ „ 2(KH) 

C’s „ „ 2000 


Rb. a; p 

• By Balance 

6,000i 0 0 i 


„ Net Profits tranbfer- 
rwd to Partner’s 
Capital AccjuntB •— 
A—4/9tlis Us. 16,000 
B—3/9 „ „ 12,000 

C—2/9 „ „ 8,000 



I I 


36,000| 0| 0 


42,000 


0 | 01 



b/d. 


Ks. 

12,000 


a. 

0 







42,000 


It is to be observed that in this case the total amount 




A 

B 

C 


gets 

9M 


—Rs. 2,000+16,000=18,000 
— „ 2,000+12,000=14,000 
2 , 000 + 8 , 000 = 10,000 



»» f» 
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Example: 

A, B and C are partners with Capitals of Rs. 60,000, Rs. 40,000 
and Rs. 20,000 respectively, sharing profits equally. The net 
profits for the year 1948 before charging interest on Capital was 
Rs. 42,000. Show the amount of each partner's gain from the 
business (a) if no interest is charged on Capital, (b) if 6% interest 
is charged on Capital. 

(a) If interest is not charged on Capital the profit will be 
shared as 

A-~l/;ird. of Rs. 42,000=- Rs. 14,000 

B-l/3rd. of ,. 42,000-- Rs. 14,000 

C-—l/;ird. of „ 42,000- Rs. 14,000 

(b) If interest at 0% is charged on Capital. 


Profit and Loss Account. 

I5s. a pj 

To Inteowt on— By B.ilanco 

A’a UapiinI Rh. ,‘WKK) j 

I B’r „ „ 2(KM> ' 

C’h „ „ KHiO I 

-- - 0 0 
r 

I 

I 

„ Net l*r<»lith irauH- 
ferred Partnor'a 
(^ipital AeeonntH. 

A—l/3r«l. Ks. 120(K« 

B—l/3r«l. „ 12(KK» 

C—1/Mn!. „ 121HK> 36,0(K) 0 0 

{ 42,(KX» 0 0 




b/d. 


I Rs, a p 

42,(H)0j 0 0 

I 

J 


I 


42,00{» 01 


It is to be observed that in this case the total gain of 
A is Rs. 3,000+12,000=15,000. 

B „ „ 2,000+12,000=14,000. 

C „ „ 1,000+12,000=13,000. 


Even when the partners contribute capital and share profit 
in the same ratio, that is to say, where non-charging of interest 
on capital makes no such difference as illustrated above, charging 
of interest on capital will give a clear idea regarding the profi- 
^phility of the business. Money invested else where would earn 



iiiterest without taking the risk and tfmib!e of management. 
Chaxging interest on capital will show what additional gain is 
coming from the enterprise. 


Interest on Drawings: 

When partners draw, not in the ratio in which they share 
profit and draw, not on the same dates, a provision for charging 
interest on the drawings is necessary in order to equitably 
adjust the accounts between the partners. A partner drawing, say 
Rs. 600, nine nioiiths before the end of the year gets a little 
advantage over the other partner who draws Rs. 500, six months 
before the end of the year If interest was charged on Rs. 60C 
for nine months, and on Rs 500 for six montlis in the respective 
partner’s accounts, the position between the partner would be 
adjusted. In the absence of any provision in the agreement 
interest cannot be charged on the partners' drawings. 


Example : 

Partners A and B each drew Rs. 0,000, during the year 1946, 
Their drawings were as follows. A- 1 Feb. Rs. 500 ; 1 Match 
Rs. 1,500; 1 May Rs. 1,000; 1 June Rs. 1,500; 1 Sep. Rs. 1,000 
and 1. Dec. Rs. 500. 

B—1 Sep. Rs. .3,000; 1 Nov. Rs. 2,000 and 31 Dec. Rs. 1,000. 

Write up their Drawings Accounts charging 6% interest on 
drawings. 



*" m 



6,06610' 8 



It will be observed that althouii^tt^ the partnexs drew 
equal amounts in total during the year/^^.ieal benefit derived 
by A and B were very much different. 

The interest charged on the partners’ drawings is credited 
to the Profit & Loss Account as an income of the firm. This goes 
back again to the partners in the share of the profits. 

Partners’ Salary: 

Where some partners devote their whole time to the 
partnership business while others do not, generally their is a 
provision for allowing an agreed salaiy to such partners. The 
salary is a. charge on the Profit & Lo^ Account. Salary is also 
sometimes allowed to junior partners who have very little 
capital and whose share of the profit will not be sufiScient remu¬ 
neration for them. 


Loan by a Partner : 


Any sum advanced by a partner to the firm in addition to the 
capital shall be treated as a loan from the partner and JJjwJUc^gg^ 
interest at the rate of 6 per cent. By agreement a lowers 
rate of interest may be allowed. The loan shall be shown ia a 
separate “Loan Account” and shall appear in the Balance Sh^t 
as such. ; 


In case of dissolution the J^an will rank in priority over 
capital for repa^mieiit after the claim of all outside creditors 
have been satisfied in full. 


Capital Accounts : 

Each partner’s Capital Account will be shown separately in 
the books as well as in the Balance Sheet, lir case of a sole 
proprietor the capital is not fixed, it varies from year to year 
being increased by profits and additional amounts brought in 
as capital and decreased by losses and withdrawals. The 
same thing happens in case of the partner’s capitals as well. 
It can never remain the same from year to year. 

But each partner brings into business an agreed amount of 
capital. That amount is fixed by agreement. It is customary 
to keep that fixed amount in the partner's Capital Account 
The Partners’ Capital Accounts will therefore appear at the 
same figures from year to year. 



When a Capital Ab^nt is kept for the Fixed Capital its 
stated above, mamt^lng a separate account lor each partner 
becomes necessaiy for recording the drawings, ^re of profits 
or loss as the case may be, interest on capital etc. This account 
is called the Current Account the balance of which is shown 
separately in the Balance Sheet. The balance of the Current 
Account is the undrawn profit lying to the credit of each partner 
which he is entitled to draw at any time. The Capital Account 
cannot be touched except by agreement between the partners. 


The Current Account may sometimes temporarily show a 
debit balance. This happens when the drawings eventually 
turn out to have exceeded the profit. A partner whose 
Current Account shows a debit balance must at once bring 
in money and put it right for a debit balance in' the Current 
Account means that he has drawn out part'of his original capital. 


At any time, a partner’s actual capital in the business is the 
total of his Capital Account and the Current Account. 

Where separate accounts are not maintained as above, 
the partners’ Capital Accounts take the form of the capital account 
of the sole proprietor. 


Example: 

A and B are partners sharing profits and losses in propor¬ 
tion of 3/5ths and 2/5ths with capitals pf Rs. 30,000 and Rs. 
20,000 respectively. It was agreed that *5% interest w'ould be 
calculated on capital and B is to be allowed salary of Rs. 3,600 
per year. 

. In the year 1945 before charging interest on capital but after 
ciaiging B’s salary the profit amounted to Rs. 17,500. B had 
drawn Rs, 3,300 as his salary and the drawings of A and B were 
Rs. 8,000 and Rs. 4,000 respectively. 

Write up the partners’ accounts (a) where the Capitals are 
fixed, and (b) where they are fluctuating. 



(d) Where Capitals axe fisned, 



Profit and for the year ended 31st Bee. I94fi 


To interest , 

„ On A’s Cftpita) l,5()o' 
M On B*8 Capital 1,(KK) 


2,600 


I i< 


0 O' 


By Balance 


17,600 


1 


P 

0 


„ Net Profit tranHft'i rwl 
to Partner’s fapital 
Accounts 

A—3/6th8 Es. 0,0001 
B—2/6th8 „ 6.000 


15,0(H) 
17,600 


17,500 


0 


0 


GOODWILL 

Whoi'you make a purcdiase from a shop, if you are satisfied 
with the dealings and with the article that was sold to you, 
almost invariably you go to the same shop again for your next 
purchase of similar article. Two points are important in this 
connection. Dealings of the trader towards his customer and 
the quality of the thing sold. You may even recommend the 
shop to y^our friends. A business house thus acquires reputation 
and gets patronage of wider circle of customers. This reputa- 
ll;ion and the power of retaming old customers and the possibility 
of the number of customers growing, if you like, is Goodwill of 
the business house. Goodwill has been legally defined as 
“nothing more than the probability that the old customers will 
resort to the old place.” or Goodwill is “the benefit arising from 
connection and reputation”. Goodwill may also arise from trade¬ 
mark, patents, monopoly, etc. 

Goodwill implies that a business is able To earn surplus profit. 
{Surplus profit is the excess that is left over after interest has 
been charged on the capital and provision has been made for 
salary for management as if the proprietor did not manage it 
himself. Goodwill or the ability of earning surplus profits is 
qbviously the result of years of hard and honest labour on 
the part of the proprietor or proprietors (if it is a partnership 
business) of the concern and as soon as the question of taking 
in a new partner or the retirement of a partner or the question 
of determining the share of a deceased partner arises, the ques¬ 
tion of determining the value of the Goodwill of the concern comes 
up as well. For if you are taking in a new partner who wifi 
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filiate the futoie profits indudiag the stiPi^s«iofit of the conoero^, 
you will make him pay for the benefit he will sharing in the 
super profit. Look at it in another way. You have built up the 
reputation of the concern by years of hard and honest work ; 
it has acquired a Goodwill. If the new comer is to get the 
benefit of your labour, he must purchase it from you. It is 
therefore usual to charge an incoming partner a premium for 
Goodwill. Similarly a retiring partner must be paid not only 
what capital he has in the business but also his share in the 
Goodwill in the building up of which he contributed as well. 
In determining the share of the deceased partner, the value of his 
share in the Goodwill shall have to be considered. 

How Goodwill is valued when taking in a new partner : 

Ascertaining the valup of Goodwill, that is,the value of the ability 
of the business to earn super profit when a new partner is taken 
in is by no means an easy matter. For the value of Goodwill 
is the present value of an annuity equal to the super profit. 
But as the distant part of an annuity can be relatively cheaply 
purchased consideration of the number of years it is to run does 
not affect the value very much. In practice, the value of the 
goodwill is usually taken to be from three to five years’ purchase 
of the average net profit for a period of years. Ultimately, 
however, it is a question of at what point the parties will meet. 
Although goodwill has been created by past efforts its value 
depends largely upon the probability that it will be beneficial 
in the future as well. 

For the determinatidn of the value of Goodwill in the event 
of death or retirement of a partner, Iheir is generally a provision 
in the agreement as ^o how it is to be valued, 

$ 

Methods of dealing with Goodwill: 

It is usual to charge an incoming partner a premium for the 
share of the Goodwill. Depending upon the terms, the methods 
of dealing with goodwill in the books of accounts varies consi¬ 
derably as shown below. 

1. Sometimes the premium is paid separately to the old part¬ 

ners by the incoming partner, no record of the transaction being 
made in the patnership books. --^ 

2. The samething may be done by^tting the tranfiactions| 
pass through the partnership books. ^In this case the pt§*| 
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mium paid by tUe new partner is entered in the firm’s cash book 
and is immediately drawn owt by the old partners in the ratio 
in which they wete sharing profits and losses. A record of the 
premium paid is thus kept in the books. 

.S. The premium paid by the incoming partner is retained 
in the business, the sum paid being credited to the old partners’ 
Capital Accounts in the ratio in which they share profits and 
losses. This method is advantageous to the new partner as the 
firm gets the benefit of the use of this money. The new partner 
will participate in whatever profit this money earns. 

4. Ill some cases, the new partner does not bring in cash 
for the share of the (Goodwill A (Toodwill Accomit is raised 
in the books, the old I’.irtners’ Capital Accounts being credited 
in their profit sharing ratio 

It is to be noted that a (goodwill Account is raised in the 
books only when the new partner dots not pay for it in Cash. 

Example 1: 

A and B are in jiarlnership sharing profits and losses in the 
proportion of :}/5ths and 2/5th& respectively. They agree 
to admit C as a partner on condition that he brings into the 
business Rs. Cajiitaland pays them a premium of Rs. 1,5^ 
for a siicth share in the profits. Make the necessary entrie^'m 
the books. 

Cash Book 

K<9. n p 

I 

To C—Capitol Aoooutit 2,fi00^ 0 0 


Separate cheques of Rs 900 and Rs. GOO would be paid 
to A and B respectively for the premium. 

Partner’s share in the new firm. 

A—3/5 of 5/6-= 3/6. 

B—2/5 of 5/6 -2/6. 

C— 1/6. 

Under this method, no record of the premium paid remains 
ip the books, 





Bxwnple 2: 

P and Q are partners sharing profits and losses 6/7ths and 
2/7ths respectively Their Capitals are Rs. 20,000, and Rs, 
8,000, They agree to admit R as a partner on condition 
that he brings in Rs 15,000, Rs 7,000 of which is to be regarded 
as premium for admission but is to be paid out to the partneis. 

Make the necessary entries in the books. 


Cash Book 


V I 


To R—C ipital A( count ' S.tHX) 0 (» 
, P— „ .. VKK) 0 0 

„ g- 2^(KK) 0 U' 


Uy P Capital Account 
Share ol ptrmiuiu 
withdrawn 

„ Q—(’’apital Account 
Share of premium 
1 withdiawn 


Rb. a 

5,000 0 0 
2,000 0 0 


To cash 
,, Balance 


P Capital Account 


Rs la p I 
),()00 0 0 
c/cl 2(),(MXll (I 0 


25,00tt^ 0 0 


Bv Itiilaiue 
„ Cash—bhaic cd 
pic inium 


By Balance 


Ra. a. 
20,000 0 


5.1^ 0 0 
*25,000 0 0 

120.6601 01 0 


To Cash 
, Balance 


Q. Capital Account 

^ Rs a p , 

* 2,000 0 Ol 'By Bah 

c/d I 8,000 0 ol I „ Oasl 


io,oooi 0 0 


By Balance • 
„ Cash—share of 
premium 


^y Balance 



1 

a. 

p 


8,000 

Ol 

0 

2,000 

0 

0 

10,000 

' 0 

1 

0 

d 

6,666 6 

i 

n 


R. Capital Account 
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Example B $ 

The Balaix0%Meet of Messrs A, B & C as at 31st December 
1946 shows ^6 following position. 


ItSTbihties 
Creditoiv— 
Capital Account 
A 
B 
C 


Us 

a 

P 

Assets 

Be. 

a. 

p* 

li.’iOO 

0 

0 

Cash m Hand 

200 

0 

0 




Cash at Bank 

2,500 

0 

0 

8,000 

0 

0 

Pebtors 

7,S50 

0 

0 

8,000 

0 

0 

Htook 

11,650 

0 

0 

4,000 

0 

0 

Furniture 

800 

0 

0 




Plant k Machinery 

10,000 

» 

0 

— 

32,'nK) 

0 

0 

1 

1 

32,500 

0| 0 

1 


The profits were shared by A, B, and C in the proportion of 
2/5ths, 2/6ths and l/6ths respectively They agree to admit D 
as a partner on condition that he brings in Rs. 10.000 of whidi 
Rs, 5,000 IS to be regarded as premium for Goodwfif; the money 
however is to remain lu tlie business 

Make the necessary entnes m the books, show the Capital 
Accounts of the partners and the Balance .Sheet of tiie new firm. 


To Balance 

To D Capital Afcount 
» A 

M h »» >» 

0— tt M 


Cash Book 


Rs 

2.'■>00 
VMlOl 

2,000 

1,000 


|a 

p 

0 

0 


0 

0 

0 

0 


0 

0 


^o Balance 


r 



A. Capital Account 


Rs 

o/d lo.oool 


lA p 
0 0 


10,000 0 0 


By Balance 
„ Cash, 2/0th8 
share of Good'wiU 


Be. 

8,000j 

2 , 000 | 


10,000, O' 0 


b/d I 10.000 


<N 0 


By Balance 



To Bidanoe 


m 


B. Capital Aocomit'^ 


B8. a.|P> 

o/d ! 10,000 o' 0 


10,000 0 


01 




^By Balance 
„ Cash—^2/5tii8 
I share of Goodwill 


By Balance 


b/d 


Es. 

S,000 

2,000 


10,000 


10,000 


0 

4 




C. Capital Account 


lib. a. 

p* 


a. 

P* 

To Balance c/d 6,000' 0 

0 By Balance 

4,000 

0 

0 


„ CoHh—l/6tli 




.. 

Bbaie of Goodwill 

1,000 

0 

0 

'>,000 0 

0 

5,000 

’o 

*0 

i 

By Balance b/d 

5,000 

0 

a 


' 





D. Capital Account 






1 












Balance Sheet of the new Firm 


Liabilitieb 

Rs. 

a. 

p- 

Asbets 

Rs. 

a. 

p* 

Creditors 


■T 

IQ 

Cash in Hand 


,0 


Capital Acoonnt 

A 

MM 

1 

If 

Cash at Bank 

Debtwa * 


0 

0 

H 

B 

^■nVm 



Stock 


0 

□ 

C 




Furniture 


0 

0 

D 


E 

Ej 

Plant A Machinery 

BBSS 

0 

0 


42,600 

0 

0| 

1 

J 


42,500 

1 

I 
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Example 4: 

The Balance Sheet of J. Jones, and K. King as at 31st Decem¬ 
ber 1945 is as follows: — 


LiabiliUHH, 


Hh. a. p 


Asselh 


Ks. |a. 


Croditors 
Capital Account M 

J. Jones 

K. Kinf( 


8 ,t 5 (HJ| (t 0 Cash in Hand 
I Cash at Bank 
],>,tt00i 0 I) l)«'bh)i-> 

ItMHHtl (f 0 Ntuck in Tioih- 
Kill nit nil) 


3(K> 0 t 
2,500 0 t 
12,400 0 I 
17,4001 0 t 

yoo, 0 t 


:J3,500 0 0 


33,500 


0 i 


Jones and King wore sharing profits and losses in the pro¬ 
portion of 2/5ths and 3/5ths The>' agree to take L. Long as a 
partner owcondition that he bungs in Ks 5,000 as capital for a 
seventh share of jjrofit and the old partueis aie credited with 
their respective shares in the goodwill which is valued at Rs. 5,000. 

Pass Journal entries for recording the Iransattioii, showr the 
Goodwill Account and the Balance Sheet ot the new 111111 . 


Journal lintires 


Goodwill Account Dr. 

To J. Jones - Capital Account 
K. King- Capital Account 
Being their respective shares in 
the Goodwill. 


Cash Dr. ' 

To L. Kong Capital Account 1 
Being the Capital introduced. [ 


5,000 0 0 

2,000 0 C 
3,000 0 C 


*>,000 0 0 


I 

5,000 0 b 


Goodwill Account 



Bb. 

a. Ip. 


1 1 

To J. Jones Capital 


1 


1 

t 1 

Account 

2,000 

0 0 

1 

' 

f, King Capital 

3,000 

0| 0 

1 

1 

1 

Account 

1 

1 



Balance Sheet as at I January 1946. 


liabilities 
Creditors 
Capital Accounts 

J. Jones 

K. King 

L. Long 


Ks. 

a. 

P* 

Assets 

Ua. 

w 

* 

8,500 

0 

0 

Cash m hand 

300 

6 

0 




Cash at Bank 

7,600 

e 

6 

17,000 

0 

0 

Debtors 

12,400 

0 

6 

1.1,1)00 

0 

0 

Stock-in-Trnde 

17,400 

0 

e 

5,000 

0 

0 

Furniture 

900 

0 

0 

1 



Goodwill 

5,000 

0 

0 

43,500 

0 

0 


43,500 

0 

0 


It will be observ^ed that only when the incoming partner 
does not pay in cash for the goodwill, a Goodwill Account is 
raised in the books , When he i)ays premium for the goodwill, 
which may be either retained in the business or taken away 
by the old partners, no Gooclw^ill Account is raised in the books. 

The new ]>arliier is to share in the Goodwill in his profit 
sharing ratio. If after the Goodwill Account has been raised 
in the books it is decided to wipe it off again the new partner's 
Capital account will be affected along with the old partner’s 
in the profit sharing latio. . 


Example : 

A and B are partiiers with Capitals of Rs. 30,000 and 20,000 
respectively sharing profits in proportion of three-fourths 
and one-fouilh. Tffey agree to aclinit C ifito partnership on thi? 
following terms for a fifth share in future profits, (a) C is to 
bring in Rs 15,000 as Capital, (b) Goodwill oi the firm is to be. 
valued at Rs. 10,000. ' ' " ' 

Give the Journal Entries and "the Capital Accounts of the 
partners and the Goodwill Account. 



Journal Bntzies 


‘ II Rs.jas. p.|| 

Cash Dr. 'I 16,000 0 o'i 

To C*s Capital Account i | I 

Being the amount brought in i| ' I 

by C as Capital. [ * ' 

Qoodwill Account Dr. 10,000 0 o! 

To A's Capital Account i 

B’s Capital Account , 

Being the respective shares i 

in Goodwill. 


Rs. as. p. 
16,000' 0 0 


7,600 0 0 
2,600| 0 0 


A’s Capital Account 


■Hnb* 

37,600 

au. 

0 

'o' 

J 

Be. as. p. 

By Balance 30,000 Oj 0 

„ Goodwill A/c. 7,600 0 0 

1 1 

37,600 

0 

01 

I i| 37,600 ' 0 0 


— 


By Balance b/d 37,500 ol 0 

1 1 


B's Capital Account 


j. p.|, 

To Balance c/d 22,600 0l Of 


22,6001 0 011 


By Balance 
„ Cik>odwill A/e 


Bs.ab. u. 
11 20,000 0 0 
2,600 0 0 


* 22,600 0 0 
By Balance b/d’ 22,60010 0 


C*8 Capital Account 



Goodwin Accotmt 



To A*b Capital A/e {| 
„ B’s Capital A/c ^ 

JEU. 

7.600 

2.600 

4.0 0 
40 © 


By Balance o/d 

10,000 

a* 

0 

I- 


1 

10.000 

o| 0 



10,006 

0 

0 


To Balance b/d i 

10,000 

o' 0 

L 







Example: 

A, B and C of the above example, now decide to eliminate 
Goodwill from their books. Show the balances in the Ca|>ital 
Account of the partners. 

Share of profit 
A—3/4 of 4/6 =*3/6 
B—1/4 of 4/5 --=1/6 
C— -1/6 


A’s Capital Account 


— — - - — - 

lis 

A* 

P- 




Rs. 

ai 

1 

To GoodviU A/c. 

6,000 

0 

0 


By Balance 


37,600 

0 

„ Balance c/d 

31,600 

0 

0 



1 





37,600 

0 

0 




37,600 

0 

6 


1 



By Balance 

b/d 

31,600 

0 |0 

1 


B’s Capital Acoount 


flo Ckxxhnll A/o. 
M Balsnoe 


■ 

1 Be. 

9 


■ 


E 

m 

o/d 


0 

0 


M,6qo 

E 

E 






By Balance 


By Balance b/d 


22,500 » 


22,600 10 lO 


fir 


20,500 









C's Capital Aa:oimt 


ToQoodviU A/c. 
M Balance 


Ra. 

a. 

P‘l 

2,000 

0 

o' 

13,000 

0 

0| 

15,<KX) 

0 

0 


1 


By Balance 


By Balance 



Rs. a. Ip. 
15,000 j 01 0 



15,000 I o' 



I 


Goodwill Account 


Rs.ia. p. 

1 1 

Ks. 

a. 

P* 

To Balance 10,000, o' 0 

By A’s Capital AU. | 

6,000 

0 

0 

1 

„ B^i Capital A t . 1 

2,000 

0 

0 

. 1 

' 1 

„ C’b Capital A, c. | 

1 

2,0(K> 

0 

0 

, 10,000| 0 0 

1 

1 

10,000 

0 

0 

1 

i| 





Questiop of writing off Goodwill: 

There is a great deal of controversy as to what sort of asset 
Goodwill is. Some would sav that it is a fictitious asset as it is 
intangible, others would argue that it is the most fixed of all 
fixed assets Consider the case of forced sale—it is the last 
asset which can be rc'alised. These are discussions of academic 
nature and it doe.s not matter what one calls it. The jioiiit of 
ii(%aportance is whether Goodwill depreciates* and if so whether 
it should be written off over a period of years 

Goodwill, it has been observed, is nothing more Ilian the 
probability that the old customers will resort to the old place. 
Or again, it is the value attacliing to the reputation of the busi¬ 
ness. In the modem view, it‘is the present value of an annuity 
equal to super profit. The probability that the superprofit 
will be continued to be earned in the future is no doubt an import¬ 
ant consideration. If such is the nature, goodwill as an asset 
must be rather unreliable. What happens to the goodwill if 
things go wrong with the firm I Goodwill depredates or disappears. 
In tile event of such misfortune bdalling, it would seem, that it 


ll o 



m 




will not be corxect to allow that goodwill to appear at its o:l||g;inal 
figure. To follow up the point to the logical conclusion, it WUiflld 
be the time for depreciating Goodwill. But when business is 
bad, that would be the most unsuitable time to do so. On the 
other hand if it is argued that Goodwill should be written off 
during period oi prosperity, the answer is, Goodwill, then is at 
its highest—the question of writing off does not arise. 

There is no legal obligation to w’rite off (xoodwill and it is 
quite a common practice to allow Goodwill to remain at its 
original figure. If it is decided to write off GoodwdU, it should 
be dene by appropriation of profit and not by way of a charge 
before profits are ascertained Fluctuation in the value of Goodwill 
should not be recorded. 


Revaluation of Assets on admission of a Partner : 

Sometimes, when a new partner is admitted the eissets and 
liabilities of the business are revalued. A Statement of Affairs 
is then prepared on the basi< of the new valuation. In such 
case anj profit or loss due to appreciation or depreciation of the 
value of the assets are adjusted in the existing Partners' Capital 
Accounts in the ratio in which they share in the profit and loss. 


Example : 

A and B are partners sharing profits and losses equally. 
On the day when they agreed to take C as a partner the position 
was as follows. 


Balance Sheet as at . .. 


I/iabilities 

Rs.ia p.| 

Assets ! 

Rs.i a. 

P- 

Sundry Creditors 

1,500'| 0 0, 

Cash 

1.500l 0 

0 

A*s Capital Account 

8,0001 0 0 

Sundry Debtors 

4,000* 0 

0 

B’s Capital Account 

6,500! 0 0 

1 

Stock 1 

Plant and 

6,000* jO 

0 


_1 . 1 

Machinery 

4,600 0 

1 

0 


16,000| O' 0 


16,000 0 

0 



C is to bring in Xt$. 9,000 as Capital for a fourtb share in tha profit 
in addition to Rs. 1,000 for Goodwill whidi snm wOl be retained 
in the business. Sundry Debtors are to be taken at 6% less than 
the book value. Stock is valued at Rs. 6,500 and Plant and 
Machinery at Rs. 4,000. 

Pass the necessary Journal Pantries and draw up the Balance 
Sh^t of the new firm. 


Journal 


Cash I>r. 

To A’s Capital Account 
B's Capital Account 
Being share of premium received 
from C. 


A’s Capital Account Dr. 

B's Capital Account 
To Reserve for Bad Debts 
Stock 

Plant & Machinery 
Being Shares of losses of A 
and B on revaluation. 


Cash Dr. 

To C’s Capital Account 
Being amount brought in by 
C as Capital. 


Rs. a p. 
1,000 0 0 



Rs 


a. 


P- 


.6(,0 0 0 
r>oo (► (> 


600 0 0| 
600 0 0 


200 0| 0 
600 01 0 
600 o! 0 


6,000 0 0 

/ ' * 

4 


5,000 0, 0 



Balance Sheet (of the new firm) as at ... 


Liabilities 
Bhmdzy Creditors 
OsidtM Accounts:— 
A 
B 
C 


Bs. a. p. Assets 

1,600' 0 *0 Cash 

I Sundry Debtors 


7,900| 0 0 


6,400 

0 


6,000 

0 

o' 

1 1 



Ji 

20.800 

1 

1 

O'l 
> 1 


Less Bioserve 
Stook 

Less Besenre 
Plant & Machmei^ 
Less Reserve 


4,000; 

200 

6,000 

4,600 

600 


7,500' 0 0 


3,800 

6,500 


o' 


4,0001 0 0 


20,800 o' 0 
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Amalgamatloii of lymiiiess and Adjnitment of assets : 

In order to eliminate competition, reduce expenses and to 
get the benefit of economy arising from large scale business, mfisi 
of the same trade often amalgamate their business. In such cose 
it is usual to revalue the assets of the concerns befoie amalgama** 
tion is done—appreciation or depreciation of the assets being 
adjusted to the respective parties' Capital Accounts. If the 
Capitals alter revaluation of the assets stand at figure lower 
than the amount agreed to be contributed, the parties wiU 
bring in fresh capital to make up the deficit. If, on the other 
hand, there is excess after revaluation the excess will be returned 
to the party concerned or by agreement it may be retained in 
the business as a loan from the partner at a fixed rate of interest* 

Example : 

Alii and Nakul had been carrying on their respective business 
as cloth nierchantb. They agieed to amalgamate their business 
under the firm name Ahi Nakul & Co. (1) Ahi's Capital is to be 
Rs. 10,000 and Nakul's Rs. .5,000. (2) The profits and losses are 

to be shared in the ratio of two-thirds and oiie-thiid. (.‘1) Sundry 
Debtors are to be taken at .5% less their book value. (4) 10% 
is to be written off stock. ^6) Any surjilus over the agreed Capital 
is to be retained in the busuiess as a loan from partner at 6% 
interest The Balance Sheets of the two business at the date 
of amalgamation were as follows. 


'Ahi’s Balance Sheet as at ... 

9 


Inabilities 

Sundry Creditors 
Capital Account 


Rs. a. 

P- 

, 4,700 0 

0 

o 

cn 

o 

_ O 

o 

0 

15,200| 0 

0 


Assets 

Cash 

Sundry Debtors 

Stock 

Furniture 


Rs. 

a. 

1,200 

0 

6,300 

0 

1 8,000 

0 

1 700 

1 

1 

1 

0 

i 

1 16,200 

0 


0 

0 



m 

Nakul's Balance Sheet as at ... 


Liabilities !l 

ij 

Rs.j a. p. 

’ 

Assets 

Rs. 

; 

a. 

p- 

!] 

Sundry Creditors ; 

2,000 0 0 

Cash 

900 

0 

0 

Capital Account !: 

8.000' 0 0 

1 

Sundry Debtors 

3,600 

0 

0 

i! 

,1 

,! 

Stock 

5,000 

0 

0 

i! 

il 

II 

ji 

} , 
i i 

i 

1 

Furniture 

600 

0 

0 

10,000 0 0 

i 

i 

10,000 

0 

0 


Pass the necessary Journal ICntries, write up the Capital 
Accounts and the Loan Account, and draw up the Balance Sheet 
of the new firm. 







vto 


Ahi’s Capital Account 



Bs 1 a. p. 

1 

^To Roservo for 


1 By Balance 

Bud Debts A/o 

263 0 0 

1 „ Cash 

„ Stoik 

800 0 0 


„ Bnlanie 

10,000 0 0 


, 

11,061 0 0 


1 • 





Nakul’s Capital Account, 


for 

Jitll I)( bts \ i 
„ SI oik 

„ Ix}an \ccuunt 
„ Balance 


1 Bh 

A p 

180 

0 0 

, >(MI 

0 0 

1 ,2,320 

0 01 

1,000 

0 0 

8,000 

0 0 



Nakul s> Loan Account 





Bv Transler 

1 Capital A/c 

Bs. 

• 

2,320 

a.' 

0 



1 

1 





^ Ahi Nakul & Co 
Balance Sheet as at 


Liabilities 
Sundry Creditors 
Loan Account—Nakul 
Capital Accounts — 
Ahi 
Nakul 


Bs a p Assets 

6,700 0 0 Cash 
2,320 0 0 Sundry Debtors 
I I,esH Reserve 
10,000 0 0 
6,000 0 0 Stodc 

I Less Boserve 


Furniture 


lta.| a., p. 
2,606' O' 0 
8,900 1 

446 j 8,466 0 0 

18,000' 

1,3001 11,700 0 0 

- 1 , 

I 1,200 0 0 


24,020 0, 0 


24,020 

0 
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Example: 

A and B are partners in A and B's Coal Stores, and they 
share profits and losses equally. On 31st December the position 
of their business was : 


Liabilities 

1 Rs a,l p. 

1 Assets 

Rs. 

a. 

P* 

Trade Creditors 

ij 6,480 0, 0 

Ihirniture & 




Bills Payable 

6,520 0 0| 

j Fittings 

1,200 

0 

0 

Capital:— 


1 Coal Trucks 

1 0,300 

0 

0 

A 

31,000 0 o' 

1 Cart, Plant & 




B 

1 26,000 0 o' 

Horses 

4,760 

0 

0 



vSundr>' Debtors 

37,200 

0 

0 


1 

1 

Stock of Coal 

5,700 

0 

0 



Cash at Bank ^ 

13,660 

1 • 

0 

0 



Cash in hand 

1 180 

0 

0 


72,000 0 0 


1 72.000 

1 1 

0 

0 


They agree to take C, a coal agent, into jiartnership as from 
1st January next on the following terms , Profit and Losses to be 
shared ; A 2/6ths , B 2/5th and 0 l/5ths C uas to bring into 
the partnership “Book Debts” amounting to Rs. 5,600 (less a 
Reserve for Bad Debts of 5%). »ind the (Goodwill of liis connection 
valued at Rs. 3,100, while his Capital in the new firm was to be 
Rs. 10,000, the balance of which he was to pay in cash on signing 
the Articles of Partneiship on 1st Januarj}' ’ It was further agreed 
between A, B and C tliat the following adjustments should be 
made in the figures as sho^vn on A and B's. Balance vSheet on 31st 
December. The Coal Trucks were to be taken at Rs. 10,000, 
and the Cart, Plant tmd Horses at Rs 5,500 the result of an 
independent valuation , a Bad Debts reserve of 7|% was to be 
deducted from Outstanding Debtors. the Goodwill of the old 
firm (A and B) was to be tkken at Rs 4,550 ; and A was to be 
paid out from the Bank Balance such a sum as would make his 
Capital equal to B's. The agreement was carried out. 

You are required (a) to make the Journal Entries to complete 
the above adjustments, (b) to write up the Ca^ Book and the 
Capital Accounts of the partners and (c) to draw up a Balance 
Sheet showing the position of the new firm as on 1st January, 
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19., 
Jan. 1 


Journal Entries 


Sundry Debtors Dr 

Goodwill ,, 

To Bad Debts Reserve 
(5% on Rs 5,600) 

C’s Capital Account 
Being assets brought in 
by C 


Rs 

5,600 

3,100 

I 


a.'p ' 
0 0 
0 0 


„ 1 Cash Dr 1,580 0 0 

To C's Capital Account | 

1 Being amount brought in ' 

I byC 


• I 

„ 1 Coal Trucks Dr 700 0 0 

Cart, Plant & Iloises ,, 740 0 0 

Goodwill ,, 4,550 0‘ 0 

To Bad Debts (7 on ' 

Rs “ 37 , 200 ) 1 

A’s Capital Account 
B’b Cayntal Account I ' 

Being Net gaui-> ot A and 1 

B on the revaluation of j ' i 

their assets 


Rs. a. 


280' 0 
8,420 of 


1,680 


0 


0 

0 


0 


2,790 

1,600 

1,600 


0 

0 


0 

0 

0 


19.. 

Tan. IjToBalame 
„ 1| C’s Capitalj 
I Account 


Cash Book. 

Ils 1 p • 'Rs a |> 1 19 


180, 0 0 n 660 0 0 


, 1,180 0 0 


J in 


180| 0 0 1 5,240 0 0 

_ j_ 


Bj \ amount 
withdian 
Balance, 


|Rs a,p. 


^l^Ol 
'lS0| 01 


Hb 

6,000j 

10,240 


a.;p 


15,240 0{ 


A —Capital Account. 


L9.. 

1 

Bs 

a. p. 

191» 


Rs. 

a. 

P- 

yan. l.To Reserve for Bad • 



1 






Debts A/p. 

1,395 

0 0 Jan. 1 

By Balance 

31,000 

0 

0 

» 1 

Cash 1 

6,000 

0 0 

„ 1 

Coal Trucks A/c. 

350 

0 

0 

» 1 

Balance c/d 

27,600 

0 0 

1 .. 1 

Cart Plant & 





1 




Horses A/c. 

370 

0 

0 


1 


n 

1 

Goodwill A/o. 

2.276 

0 

0 


1 


11! 

HI 


38.906 

_£ 



27 
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B.—Capital Account 





KH.ia. p. 


Us. 

a.ip. 

19.. 



1 1 19 . 



1 

Jan. 

1 To Reserve for 

, Jan. 1 

By Balance 

26,000 

Oj 0 



Bad Debbd A/o 

1,39';, 0 0 „ 1 

(Vial Trnoks A/<.' 

350 

0 0 



.. 1 

„ Cart, Plant 


I 

1 


1 

1 

1 

& lIoi'W's A/c. 

370 



1 

1 

„ 1 

„ Goodwill A/c. 

2,275 

' 0 0 

»» 

1 

,, Balance c/d 

27,000 0 0 



1 




28,9'^'i 0 0 


28,995 

0 0 





1 


— 


C —Capital Account. 


u».. 

Jan. 1 To Ko'40f\<» lor 

Hafl l)t l>ts A/c. 
„ It „ Balatuo 


IN 

•1 

p 




Us. 

a. 

p- 


1 

1 

1«) 


• 





1 

1 

•Ian 

1 

By 'Miridiv 




2s<) 

0 

, 0 



111 1)1 ors 

.'),(i00 

0 

0 

10,000 

0 

0 

19 

1 

„ Goodwill V t 

3,1(H> 

0 

0 





1 

„ Cash 

l,5h0 

0 

j 

0 

10,280 

0 

0 




or 

o 

0 

0 


McbMb A, B & C. 

Balance Sheet, as at 1st January 19 


i tiahiliiuH 

BiUh Pivablo 
Sundry CwlitorH 
Cnpiuii A(< oiints 

A 

if i 

C !, 


Us 


A ]) 


R 

S.IHO 


27,filK) 0 0 
27,6(K)I 0 0, 
lO.tKH) (»| 0 

«').2(K) 


180,2001 


H 

p 

VsHOtS 

He 

a 1 ). 



Cash in Hand 

180 

0 0 

0 

0 

(ash at Bank 

10.240 

0 1 

0 

0 


— 

— 



)Sundr\ Dobtois 

12,800 

0 0 



1j< sm Kcst l\f 





lot Bad l)c bts 

3,070 

0 0 

t 

0 

Sto( k ot Co il 





( oal 'I’l uc ks 


1 1 



Cut, Plant & 


1 I 



Hoi SOS 





Goodwill 

1 

i 

t 


1 nnuturc' & 


1 


— 

Fittings 



0 

0 





Us jA.jp, 
10,420 o' 0 


39,730, 0^ 0 

3.700 o' 0 
10 , 000 , 0 , 0 


5,500' 0 0 

7,650 

0 0 

1,200 

0 0 

80,200 

0 0 


Guarantee of Assets and Liabilities : 

The incoming partner may require the old partners to gua¬ 
rantee that the Balance Sheet of the old firm does in fact represent 
the true position, that is to say, he wants to be sure that no 
liability has been inadvertantly left out and that the assets 
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are worth thei^r book values. It sometimes happens that Bad 
Debts prove to be more than what has been provided for and there 
may be losses due to discounts. In such case any loss arising 
due to any liability subse(iueutly discovered or assets not rea¬ 
lising their book values will not be shared by the new partner. 
Such loss will be debited to the old partners’ Capital Accounts 
and not in the Profit and Doss Account of the firm. 

Claim on Accruing Profits : 

The old partners, on the other hand, may reserve to themselves 
the profits accuring on work in progress or nncoinpleted con¬ 
tracts. Such profits, then will be credited to the old partners’ 
Cajutal Accounts and not to the Profit and I^oss Account. Ascer¬ 
tainment of such profit may not always be very easy. It is 
therc'fore .-ometimes agreed that a fixc‘d amount of the ilrst 
year’s xirofit will go to tfie oldjiartncis, the balance being divided 
amongst all the iiartucrs in their jirofit sharing ratio. 

Death or Retirement of a Partner : 

On the (loath or retirement of a })artner, his share in the firm’s 
(h)odwill has to be detennined. The method of delcrtiiinalion 
is generally xirovided in the Partnershii) Agreement. If there 
is no xnovision, the (hx'dwill .shall have to he valued and the 
share of the retiring or deceased partner shall have to be*paid. 

Settlement of the outgoing or deceased xiartner’s account 
involves the following 

(a) his share in the firm’s Goodwill. 

(b) his Cajiital -^tiiis is taken as per last Balance Sheet. 

(c) interest on Cajjital -this is calculated (if provided in 
the agreemcait) from the date of the la.st Balance Sheet 
to the date* of retirement or death. ' 

(d) his share of profit from the date of the last Balance 
Sheet to the date of retirement or death - -the method 
of determination is generally provided in the agree¬ 
ment. The last years prgfit is usually taken as the 
basis. 

His drawings during the current year will of course, be 
adjusted. 

If the amomit due to the outgoing x>artner or the deceased 
partner’s representatives had to be paid in cash i mm ediately, 
it would be very difficult and more often than not impossible for 
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the firm to find the cash. The capital is locked np^n the business 
and cannot be withdrawn. The amount due as determined 
is therefore transferred to a I^oan Account and paid with interest 
to the out-going partner or the deceased partner’s representatives 
by instalments over a number of years. 

Survivorship Assurance Policy : 

Partners sometinie.s assure their lives either jointly or severally 
for obtaining the nece.ssary cash with which to jiay part of the 
amount due to tlie reiiresentatives oi the dc'ceased partner. Tliis 
is a very convenient way of meeting the situation when the nece¬ 
ssity of making cash payinciii arises. The premiums paid are 
debited to the Profit and Loss Account. It is thus treated 
as a business expense although in fact it i.s not. On the death 
of a partner when cash is recciv'ed from the Insurance Company 
the Cash Book is debited and the I’artner’s Capital Accounts 
(including the deceased partner’s) are crc*dited in the ratio in 
wliich they shared profits. Cash is then available with wdiich to 
make the reijuired payment. 

Generally the fact that an Assurance Policy has been taken 
is not show'll in the Balance vSheet. If it is desired that it should 
be sliowii in the Balance vShect, a Policy Account may be opened 
w'hich will be debited wdtli the premium paid. In that case Profit 
and lioss Account will be debited and Policy Reseri'e Account 
will be credited with the annual premium. 

It is argued that the I'olicy Act\)unt should not appear at the 
Balance Sheet at the full amount of the premium paid but 
should show only the surrender value ^attained by the policy. 
This, it is suggested, is pressing a j)oint too far, for it is never 
intended that the polic>' .should be disconthuied It would seem 
that showing the surrender value serves no purjiose. On the 
contrary it is proper that the full amount of the premium paid 
should be shown in the Balance Sheet. 

Example : 

Jadab and Madhab arc* in partncrsliip sharing profits and } 
losses three-fifths and tw'o-fiftlis respectively. In order to 
provide money for the repayment of* their share of capital and 
Goodwill in the event of death they’ assure their lives jointly for 
Rs. 12,000 paying an annual premium of Rs. 600 which is debited 
to the firm's profit and loss account each year. The accounts 
are closed on the 31st December, 
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Madliab djis on the 30th June 19... The Partnership Deed 
provides that his representatives are to receive his capital, as per 
last Balance Sheet plus interest at 5% per annum to date of 
death and his share of the profits to date of death, estimated 
according to the profits of the pre^'ious year. They are also 
to receive as his share of the Goodwill an amount estimated 
at two 3 ’ears’ purchase of liis average net profits of the last three 
years, bcfoio charging the insurance premiums. The net profit 
of the last three a ears after charging the insurance premiums 
were Rs. 4,020, Rs. r),200 and Rs. 5,180 respectively. Madiiab’s 
Capital as per last Bal.ince Sheet Avas Rs. 974-2-4, and his 
DraAvings to date of death AV'as Rs. 1,500 

Make the necessaiy adiustments and diaw up Madhab's 
Account shovAing the amount due to his legal rejiresentatives. 


Calculation of Goodwill : 

A\erage profit of the last three years before charging 
insurance piemiums (Rs 5,220+Rs.5,800+Rs.5,780)-;-3 

= (Rs. 16,800 -:-3) = Rs. 5,000. 

Goodwill on the basis of tAvo years purchase of the average 
net profits -^Rs.5,600+ 2 Rs 11,200 Madliab's share of the 
goodwill --2/5 of Rs. 11.200 - Rs. 1,480. 


Dr. 


Cash Book 


Cr. 


'I’o A.'iuiant • ])(>licj 
„ J ul lb (\ipjt il 
A/< H-<. 7,2UO 
„ AluUi lb Capil il 
I A/c. 11''. 4S0<> 


Ks. a. p 1 
' 1 

1 i 

1 1 

1 

Bs. 

a. 

1 

l'l 2 ,n(K) 0 0 




1 1 

il 





Dr. 

"19.. I 

uae SOiTo l)rainni,-> 
„ 30 „ Biilttiioo 


Madhab (Deceased) • Cr, 


Ks 

1. 

P 

19 . 


I Ks. 

a. 

P. 

l..')()0 

0 

0 

Ja.n 1 

By Balance 

1 974 

2 

4 

9,S14 

8 

0 

JunoSO 

„ IntoreHt on above 

1 







for 6 months 6% 

„ Profit for 6 

24 

5 

8 





months | of (2/5 
of Rs. 6,180) 

1,036 

0 

0 

1 




„ Goodwill 

4,480 

0 

0 

II 



§9 

„ Cash—share of 



1 

1 




Assurance Policy 

4,480 

(» 

0 

1 11,341 

8 

0 



11314 

8 

0 

,1 . 




By Balance b/d 

9,814 

8 

0 
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In the above example, assume that it was agreed that Madhab’s 
share of capital, profit and goodwill was payable by annual 
instalments of Rs 2,000, with interest at 5% per annum on the 
outstandmg balance Show the Ledger Account m the iirm’s 
books. 


Madhab (Deceased) Loan Account 


Year 




11- 

1 

V 






JU 

a 

P 

1 

To 

( iHh 



0 

0 

1 

llv J1 il UK C 




0,814 

8 

0 



Bttlamt 

</<l 

'),(> >*) 

11 

0 


, Jtilt ri bt 















b m*)iiths 



245 

6 

1) 





10,0 »') 

It 

0 






10,030 

1 1 

0 

2 

To 

( iwli 


2,000 

0 

0 

2 

1>\ lldvtut 


1) 

d 

0,0 jO 

11 

g 



11 ilauc o 

r d 

7,, 12 

11 

0 


, llltdCbt 

1 

VC ir 


131 

U 

0 





0, »I2 

11 

0 






0 >12 

13 

0 

3 

lo 

(. ash 


2,0tK» 

0 

0 

1 

1>) Hal true 


1 

d 

7,312 

1 1 

ti 

i 

»> 

11 Usniu 

t d 

S.SHS 

s 

0 


„ Intel 'll 

1 

VI u 


17 > 

10 

3 





7,HSS 

s 

0 






7,sss 

8 

0 

4 

lo 

< ash 


2 0(MI 

0 

0 

1 

II3 JldiiKi 


h/d 

3 SS8 

8 

0 


*» 

llal vmo 

»/d 

1 l'>2 

11 

10 


„ Inb n st 

1 

JOU 


201 

0 

10 





0,182' 

u 

10| 






0,1 S2 

U 

10 

6 

lo 

( V h 


2,000 

0 

0^ 

• 

}{y ll il UK ( 



rd 

4,1 SJ 

14 

10 



UdlatRu 

</d 

2 10 

1 

> 

1 

, llltdCSt 

1 

\iar 


200 

2 

4 





l,)l. 

1 

9 

1 





1 102 

I 

2 

b 

'r<. 

L ish 


2 000 

0 

0 

(> 

11\ till UK l 


h 

d 

2,102 

I 

2 


1 ** 

lldlunc 0 

c/d 

• 11 

Jo 

10 


„ Iiu i( st 

1 

year 


110 

0 

8 


1 



2,ul 1 

lo 

10 


4 




2,311 

lolo 


iu 

Caah 


717 

1 

> 

7 

Hv 11 ll UK r 


h 

d 

oil 

lol 

10 

1 








, [ut( rCbt 

1 



23 

i 

4 

i 




617 

4 

1 

w 






637 

4 

2 


Example: 

Ram and Rahuii are equ.d paitners The Parineridiip Agiee- 
ment provides that in the e\ cut of the death of one ot the partners 
the siiivivor shall pay out tlie mteitst of the deceased partner. 
Goodwill IS to be valued at the purchse pnce of the profits of the 
lost three completed years. 
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Ram died on 30th September. The stock was valued on tliat 
date at Rs. 3,600. The net profits for the three preceeding years 
were Rs. 7,000, Rs. 4,200 and Rs. 3,600 respectively. 

The following figtires as at the date of death were extracted 
from the books of the finn. 


Rs. 

Ram’s Capital Account .. .. .. 4,000 

Rahim's Capital Account .. .. .. 4,000 

Ram’s Drawing Account .. .. .. 700 

Rahim’s Drawing Account .. .. 300 

Salaries .. .. .. 1,000 

Rent and Taxes .. .. .. 000 

Stock on 1st January .. .. .. 3,000 

Wages * .. .. .. 2,450 

Sales .. .. .. 24,000 

I’lirchases .. .. .. 16,500 

Sundry Debtors .. .. .. 4,800 

Sundry Creditors .. .. .. 4,400 

Cash at Hank .. .. .. 3,600 

Inimiture and I'ittings .. .. .. 300 

Plant and Alachinerv .. .. .. 3,400 

Cash hi Hand .. .. .. • 460 


Prepare the necessary accounts to produce to the executors 
of Ram, showing the amount due to liis estate. The Pulnership 
Deed provided that tfie assets should be taken at the book 
value. ^ 

• . 

On 1st October Raliim took Nabin into partnership as 
equal partne/ on condition that Nabin shall pay the amount 
dut to the estate, of Ram and such amount shall be Nabin’s 
Capital in the firm. 

Assuming that Nabin brought in the money and the amount 
due to the estate of Ram was paid off, show the Balance Sheet 
of the new firm. 
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Profit and lyoss Account 
for the period ended 30 Sept 19.. 



Its 

t 

p 

Bs. 

a.| 

lp» 

To Stock— 1 Jan 10.. 

'1 000 

0 

0 

1 n\ baI(H 

24,000 

0 

0 

„ I’urchuiea 

1‘5,'iOO 

0 

o' 




„ Wu^?fS 

2,47»» 

0 

0 


i 3,600 

0 

0 

„ Salanoa 

I.IKJO 

0 

0 

1 ,, Stock —30 Sopt 19 

1 



„ Kont & Taxnt, 

000 

0 

0 





,, Nft Profit 







„ Bam (Dnccawd) 



1 




1/2 8h.i.ro Its 2t7) 







Uahim 1/2 Hltarc 2J75 

4,770 

0 

0 




1 

27 MtO 

0 

(» 

27,60') 

0 

0 


Ram (DeuMscd) Capital Account 


lU.. I 

Sop. 30.To('ash 
„ 30 ,, DiilaiiK 


Jt*! Ip I*' 

700 0 0 .1 Ml 1 I>v ‘it.I mu I>/<1 

I {,07'> (> 0 h< p 10 , Sli IK oi 

Vnjfifc 

„ .to „ (»f>orl\uJl 
I /-> of 

(Its 7,000+ 
4,200 f J.OOO) 


11,775 0 0 


Rs a ,p 
4,000 Oj 0 

2,373 0, 0 


7,400} 0 0 


13,776| O' 0 


New I'lim 

Balance Sheet as at 1 October 19 . 


Liabilitins 


K 

1 

p 

Ass. ts 

Rs la 

p 

Sundry fnnlitois 


4,400 

0 

0 

t i h HI H‘md 

450 

0 

0 

Capital Account;— 





( V til at 11 iiiK 

1 3.000] 

1 0 

0 

Rahim 

4 000 




Sundi^ j)fliiCors 

' 4,800' 

1 0 

0 

Add Piofil 

2,175 




Stuck 1 

' 3,600 

0 

0 

Goodwill 

7, UM) 




1 iiimtiirc) A. 1 ittiugs 

1 300 

0 

0 

— 

. _ — 




1 J’hiit A MVC hmcrv 

1 3,400 

0 

0 


11,771 




Goodwill 

14,800 

0 

0 

liOBt Drawings 

300 




1 





13,17.') 

1 



1 

1 



Nabin 

13,073 

26, >50 

0 

01 






30,050 

0 

0 

'1 

1- 

30,050 

0 

0 


Purchase of Business by a Partner: 

It some times ha])pens that one ot tlie partners agrees to take 
over the business by purdiasing the interests of all the other 
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partners. In sndi case a Balance Sheet is prepared to form the 
basis for the transaction. Goodwill of the firm is valued— 
Goodwill Account is opened which is debited with the agreed 
valuation; the Partners’ Capital Accounts being credited in 
their profit .^haring ratio. 

The books of the paitneiship firm is closed by tiansferring 
all the assets including the Goodwill and all the liabilities to the 
purcliasiiig Partner’s Capital Account. The purcluising partner 
brings in Cash to pay oil the letiimg partners. The amount 
he has to bring in is e(|ua] to the lot.il cai)ital of the retiring 
partners As cash is biought in, the Cash Book is debited and 
the purchasing jiaitiiei’s Capital Account is ciedited. As the 
retiring partners are i>aid out, Cash is cieihted, their respective 

accounts being debited thus closing their Capital Accounts. 

• 

It will be observed th.it the pui chasing partner’s Capital 
Account now becomes ecpial to the tot.il of the Cajiital Accounts 
of all the partners 

Example : 

The Balance Shc^et of A, B and C on the Jil.st December 19.. 
is as follow's. 


Luibilitics 


a ]> 

\'>scls 

1 " li» 

1 

A.| 

1 

p. 

Sundry Orodilois 

11,01)0 

0 0 

lliiilOini! 

1 

3*2,0(K) 

' o’ 

0 

Capital Account'' :— 

iU 


1*1 mt 

J2,0fM) 

0 

0 

A 

.12,600 


1 III ml lire 

800 

0 

0 

B 

L*0,00<l 


Stork in 'I rack 

1 13,200 

0 

0 

C 

18,400 *51,000 

0 0 

Siindrv I)pl»toi‘> lls. 8,000 

1 

1 



— 


Ia'ss lit s» 1 VP 

1 




• 


ioi Bad (k-litti 400 

1 

7,600 

1 ! 

ol 

0 


• 


C<vsh at Hank '6,100] 

1 






(’abh in Hand 300 

6,401; 

0 

1 

0 

i 


• 72,(KK> 

0 0 


72,(XK) 

! 

0 

1 

0 


- — 

— 


— 


~ 


The partners were sharing profits in the proportions of 
2/5ths, 2/5ths and l/5th. Aagre^to buy over the intercists of 
B and C. Goodwill, by mutual agreement is valued at Rs. 
16,000. A brings m the necessary cash and pays off B and C. 

Show the Journal Entries and the Capital Accounts of 
A, B, and C. 
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Journal Entries 


C.i(K)(lv\ ill A<’c(juul l>r. 

To A’s Ca])ital Account 
B’h Capital Account 
C’s Capital Account 
Being the (loodwill and the 
j)artners' share therein. 

A\s Ca])ital Account Dr. 

To Eaiid and Building 

Plant I 

I'uniilure i 

Stock-ill-Trade [ 

Suiidr>' Debtors j 

Cash at Bank i 

Cash in Hand j 

(hnjdwill 

Being the assets including 
the goodwill taken over by A. 

__ I 

Sundry Creditors Dr, | 

Reserve for Had 1 )ebts 
To A’s Capital Account 
Being the liabilities of the 
firm taken over bv A. i 

I 

Cash Dr. 

To A’s Capital Account 
Being cash brought in by A. | 

|B’s Capital Account Dr, 
C’s Capital Account j 

To Cash , I 

Being the balances in B and 
iC's Capital Accounts paid , 
loff. ! 



28t 


A’s Capital Account 



lia a p 


p« 

To sundry Assi ta 

«7,4(H> 0 (► U> 

BnUnw* 

22,600 

0 0 


9 * 

Goodwill — 


i 


i 

2/.'>th'4 abaro 


0, 0 


ff 

iSundry Ciuditora i 


1 



and Reeervo ' 

11,400 

o' 0 


1 1 

1 ' 1 ” 

Gash I 

47,100 

0 0 

1 


S7,400 0 Oj* 

I 

1 

|l 

'o;‘o 


— —— — 1 

1 


— 


1 m (Vll 


li’s Capital Account 




Us 

a 

p 


Us.i 

a. 

p- 

20,00(1 

0 

0 

By liiilaiwp 

1 20,000 

0 

0 




„ Goodwill - 





1 


i/dthb Hh«iro 

6,000 

[_ 

0 

0 

2(>,<MW» 

0 

0 

1 

26,000 

3 

0 


C’b Capital Account 


J’t) ( i-h 


1 


Urt I !> 
(t 0 

t 


• _l_ 

• 21,4(K) 0 0 


IW llalinc ( 

„ Goodwill— 
1/oth <i)iarL 




Ks la 
18,400 0 

3,000 0 


P- 

0 

0 


21,400 


0 


In the above example the assets and liabilities have been 
taken over at their book value But often the assets and lia¬ 
bilities are taken over after certain adjustments. In such 
case a n^w Balance vSheet is drawn up after making the 
necessary adjustments in the book value of the assets and 
liabilities. The result of such adjustments is transferred 
through the Profit and I^oss Adjustment Account, to the 
Partners’ Capital Accounts. P'or the rest, the recording is as 
has been shown above. 
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Example : 

Here is the Balance Sheet of I*, Q, and R as at 31st 
December 19.. 


Balance Sheet. 


Lialnljlit's 


Kb. 

a. 

Kumhy Cu'ditors 


12,(M)0 

0 01 

Capital A< < ountH 

1 



P 

114,(KK) 


1 

Q 

20,(MM) 


1 

it 

ITi.OOO 

59,000 

1 

1 

1 

1 

1 



71,000 

0 0 


I 


.\ss( 

1 

Kb 



Krrchold Pn)|Mtly 

1 

1 

32,000 

0 

(J 

Plant ir Mai him r\ 

1 

1 

8.000 

0 

0 

Kuinitui(‘& Fittiiiph 


1,000 

0 

(J 

Slot k in Tiadi' 


l.VKMl 

0 

(J 

>Snndr_\ IhOilois 

10,.’>tK» 




1j("is Jtcs(*ne for 





Dmihtful L)( bts 

2.'»0 

10,250 

0 

1 

0 

('ash in Hand 

2';o 


1 

1 


Cash at Bank 

• 

4,500^ 

4.750 

« 

t 

0 



71,(KK) 

0 0 


P agrees to take over the business, Q and R retiring on the 
following terms. 

(a) That tlie (xoodwill of the firm be valued at Rs. 16,000 

(b) That I^laiit & Machinery be depreciated by 10% 

(c) That Stock-in-Tradc be depreciated by 5% 

(d) That h'urniture & Fixture be depreciated by 7j% 

(e) That Reserve for Doubtful Debts be brought U])to Rs. 500 

(/) That 2^% on Sundry Creditors be leserved for Discount. 

(g) That outstanding liabilities amourting to Rs. 750 be 
provided for. 

(//) That P'leehold Property be appreciated by Rs 2,000. 

P is to bring in sufficient cash to pay of Q and R. The 
partners used to sliare profits in the proportion of I, 1/3 
and 1/6. 

Show the entries in the books of the firm to carry out the 
above agreement. 



Journal Entries 


Rs.ja.'p.j 

Profit & lyoss Adjustment I 

A/c. Dr. 2,625 o' 0 
To Plant & Machinery I 

Furniture & Fixtures , 

Stock-in-trade 1 } 

Reserve for Doubtful 1 ' t 

Debts I 

Outstanding Inabilities > 

Being amounts written off 
various assets as per agree- ' ' , 

inent and liabilities provided 1 1 

for. 

_ I 

Reserve for Discount on 

Creditors Dr, 300 0 0 

Freeliijld I’roperty 2,000 0 0 

To Profit & Doss Adjust- 1 

meiit A/c. ^ 

Being the Discount on cre¬ 
ditors and the appreciation 
in the value of prt)perty. , 

- I 

P's Capital Account Dr. | 162' s' 0| 

Q’s Capital Accomit I 108 6 4 

R's Capital Account j 54 2 81 

To Profit & l/oss Adjust- ' 

• ment A/c, ^ 

Being transfer of debit ba- * 

lance of Profit and Doss Ad¬ 
justment Accoimt. I 

Goodwill Account Dr.*'' 16,000 0 0 

To P's Capital Account 1 

Q’s Capital Account j 

R’s Capital Account 
I Being the Goodwill raised , 
and its distribution. 


Rs. a. p. 

800 0 0 
75 0 0 
760 | 0 0 

250' 0 0 
750| 0| 0 


I 

2,300 0 0 

I 


1 

325 Ol 0 

I 


1 

' I 

I 

8,0001 0 , 0 

6,333! s! 4 

2,666 lo| 8 

\ 

i 





(Contintied) 


P's Capital Account l)r. 

To Freehold l’roi)erty 
Plant & Machinery 
Furniture & I'lxtures 
Stock-in-Trade 
Sundry Debtors 
Cash in Hand 
Cash at IJank 
Reserve for Discount on 
Creditors 

Goodwill 

Being the assets taken {>ver 
by P. 


Rs.' a. pJ! 
87,925 0 o' 


Rs.i a. 

34,000' 0 

7,200, 0 
925 0 
14,250' 0 
10,500 0 
250 0 
4,500j Oj 


300; 

10,000 


0 

0 

0 

0 

0 

0 

0 

0 

0 


Sundry Creditors Dr. 

Reserve foi Doubtful Debts 
Outstanding Li<ibilities 
To P's Capital Account 
Being the liabilities taken 
over by P. 

Cash Dr. 

To P's Capital Account 
Being cash brought in by P. 

Q's Capital Account Di 

R's Capital Account 
To Cash 

Being Q and R's Capital 
paid off. 


12,000 0 
.500 O 
750 0 


0 

0 

0 


42,S37 S 


0 

I 


25,225 0 
17,012 S 


0 

0 


13,2.50 


42,837 


42,837 


0 


0 


0 


8 ' 0 

I 
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Profit and l«oss Adjustment Account 



Rs. 

To Plant A Machinery 

800 

„ Furniture A Fittings 

75 

„ &totk-m*Trade 

760 

„ Reserve for Doubtful 


Debts 

260 

„ Outstanding Liabilities 

760 


2,025 


By Freehold Property 
,, Rewrve for Dibtount on 
* vioditora 

„ P’s Capital A /1 162 8 0 
„ Q’t> Cajntal A \ 108 fl 4 
„ R’s Capital A/c 64 2 8 


Its. la.Ip. 

‘ 2,000 0 0 


'iiw 0 


2,625 Oj 0 


P's Capital Account 


,To P& L Adj A/i. 
I ,, Suiidiv A'lwts 


Its a p 
162 8 0 
87,925 0 0 


By 11 d lut c 
„ («ouilwill — 

1/2 shnie 

„ bundiv liidbilities 
„ Ca ti 


Its. a Ip. 
24,000 0 0 

I I 

8 , 000 | 0 0 
1:1,260 0 0 
42,8.37 0 0 


88,(1871 8 0 


8S,087, 8 0 


Q's Capital Account 


To P & L Adj. A/o 
I „ Cash 


tts a p 
108 6 4 
23,226 0 Oi 


26,333 6 4 


By B iKiioe 
„ Goodwill— 
l/,3id share 


its .alp. 

2o,0(H> 0| 0 
5.33.1 5 4 
26,333 6' 4 


R's Capital Account 


To P & L Aa}. A/o. 
„ Cash 


Rs. a.|p 
64 21 8 
17,612 8 0 

17,666,10 81 


By Balance 
„ Goodwill— 
1/dtb share 


Rs. a ip. 
15,000 0 0 

2.66610 8 

17,66610 8 
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Exercise X 

1. What is Partnership, what is interest and why shotild such 

interest be allowed ? (Cal. Uni.) 

2. For the loss of a concern* what is the extent of liabilities 
of the parties in case of Partnership Account. (Cal. Uni.) 

3. Coinnieiit ()ii the nature of the balance under the Partners’ 

Drawings Account, (Cal. Uni.) 

4. Define a Partnershii) and indicate its chief cliaracteristics. 
Coni])are the position of a Partner in a ])rivate firm with 
that of a Shareliolcier in a limited company. 

(Cal. Uni.) 

6. A, B and C are in parttiership. A's Capital is ;f5,000/-, 
B’s £3,000/-, C's £2,000/-. Profits are to ]>e divided as 
follows : - 

A one-half, H onc-thinl, C one-sixth, after charging interest 
upon capital as 5 per cent per annum and allowing salaries 
of £400/- a year to each ])artner. The profits of the year 
available for division as <ibo\'e amount to £3,600/-. Show 
the division and adjust tlie Capital Accounts, taking into 
account that the drawings of each partner amountedto£300/-. 

(Chartered Accountants) 

6. On 31st December 1010, three paitvers had the following 
amounts at the credit of their Capital Accounts :—A £6,000, 

B £3,000 & C £2,000. On l.st Jaiuiafy 1910 they had to 
the credit of their Drawings Accounts, A £750, B £500 and 
C £400. Profits are divided in the same proportion as the 
Capital—up to £2,000. Above that amount, A gets 26%, 

B 35% and C 40%. A, B and C drew during the year 1910, 
£600, £400 and £300 respectively. The Profits for 1910 ^ 

• aniomited to £3,000, before charging interest on Capital ^ 
(to wliicli all are entitled) at 4%. 

Give the Drawings Account of each Partner on 31st December 
1910; interest on drawings to be ignored. 


(Chartered Accountants) 



7. J£ari and Hame^ are trading in partnership, their respective 
Ca|ntals on 1st January, 1929 being Rs. 10,000/- and Rs. 

The partnen^p deed provides that (a) proper accounts aie 
to be prepared half-yearly, (b) interest on Capital is to be* 
allowed every half year upon the balance shown by eadi^ 
partner's Capital Account at the beginning of half year 
@ 5% per annum, (c) Ramesh is to be entitled to a salary 
of Rs 200/- per month payable half-yearly out of profits, 
(d) divisible profits are to be shared between the partners 
in the ratio of fths to Han and ^ to Ramesh. 

The profits for the half-year ended 30th June 1929, before 
providing for the above adjustments amounted to Rs. 9,600/-. 
Ramesh withdrew Rs *400 - on 20th June 1929 Apart from 
this no partners’ drawings have taken place 
Show the partners account as theyai>pearin the firm’s ledger. 

(Cal Uni.) 

8 A. B, C are partners in a linn having Capital of £ 7,600/- 
{5,500 and {3,000 Rsjiectively Thev agree to divide nett 
profits in the ratio of 3 2 1 resjiectively Intel est is to be 
allowed at 4 per cent per annum on capital and B and C 
are to receive {350, and {250 jiei annum from their services 
to the Finn 

If the nett profit before making these allowances is {2,240, 
give the Uedger Account of each partner showing the am »unt of 
Capital at the end of the^ear 


, (Cal. Uni. I. Com. 1930) 

• 

9. P and Q are partners in a partnership sharing profits and 
losses equally. They decide to take in a third partner R 
on the following terms —R is to pay in cash Rs 10,000 to 
the old partners as premium and bring in addition Rs 10,000 
into the business and be entitled to a fifth share of the profits 
and losses of the business. 

Enter the above transaction into the book of the firm and 
show what share of profits and losses each partner will now be 
entitled to. 


2S 


<Cal. Uni I. Com. 1932) 



10. A and B are equal partners, they agree to take C into part¬ 
nership on introduction of the sum of Rs. 30,000 as capital. 
The Balance Sheet of the old firm was as follows:— 


Balance Sheet 


Liabilities 

Rs. 

a. 

'p- 

1 Assets 

Rs. 

a. 

p 

Creditors 

30,000 

0 

' 0 

l*urniture and 

1 

1 



Capital:— 



1 

1 Fittings 

1 5,000 

0 

0 

A 

37,500 

0 

0 

Stock 

1 45,000 

0 

0 

B 

37,500 

0 

0 

Debtors 

’ 50,000 

0 

0 





Cash in hand 


i 

1 



1 

i 

i 1 

' 

1 

and Bank 

1 

t 

1 50,000 

1 

0 

j 

1 

1 

0 


1,05,000' 

o! 

1 

1 

1,05,000 

0 

1 1 



It^’is^agreed to amend the above Balance Sheet by making 
a res^e of Rs. 5,000 for Bad Debts to depreciate Fixtures by 
Rs. 1,000 and to write 10% off the stt)ck. It is also agreed to 
create a (Goodwill of Rs. 15,000 wliich is to be apportioned as to 
show all the three ])artiiers with c(j[ual capital. 

Prepare an amended Balance Sheet embodying the above 
proposals. 

(B. Com. 1929) 

11. The Balance Sheet of W and C who share profits in pro¬ 
portion to capital, as at 31st March 1939 is as follows :— 


995 


Liabilities 
creditors 
Bills Payable 
ii^apitals:— 

W 20,000 

C 15,000 


Rs. 'a. p. 1 

9,000 0 o' 
6,000 0 0 

I 


35,000 0 0 


wurrent 

Accounts :— 

W 1,200 

C 900 


2,100 0 o' 


I 




Assets 

Freehold Pre¬ 
mises 

Plant & Machi¬ 
nery 

Fixtures & 
Fittings 
Motor Lorries 
Stock 

Bills Receivable 
Debtors 
Casli at Bank 
Cash in hand 


52,100 0 


0 , 


Rs. 

a. 


10,000 

0 

0 

3,500 

0 

0 

1,750 

0 

0 

650 

0 

0 

14,100 

0 

0 

3,060 

0 

0 

17,500 

0 

0 

1,590 


0 

50 

0 

i 

0 

52,100 

0 

0 


On 1st Apnl 1939, B entered on the following terms :— 

(а) B to bring in Rs 10,000 as capital and Rs. 3,60(f for 
goodwill, the latter is to be left in the business and he is 
to receive one-fouith share of profits 

(б) Bad debts reserve to be raised on Debtors. 

(c) Value of stock to be written down by 5%. 

{d) Freehold Premises are to be taken at a valuation 
of Rs 11,400, Plant and Machinery at Rs 2,800 , Fixtures 
and Fittmgs at Rs. 1,540, Motor Lorries at Rs. 492, 

I (c) Current Accomits of W and C to be closed by transfer 
to their respective Capital accounts. 

You are required to make necessary adjustments in the A/c. 
3f W and C. Show the Balance Sheet of the new firm as at 1st 
April 1939 and give the partners’ profits shdiing ratio ; the ratio 
of W and C being as formerly. 


(Cal. Uni. B. Com. 1939) 



12. The following was the Balance Sheet of A, and C 
^ring profits and losses in the proportion of 6/14, 5/14/- and 
3/14/- respectively 


Liabilities 

Rs 

a 

P- 

1 Assets 

Rs a. 

P 

Creditors 

IS,900 

0 

0 

* Land and 

1 ! 


Bills payal;)le 

6 300 

0 

0 

1 1 

Buildings 

50,400| 0 

0 

Capital accounts 




1 I'urniture 

7,.3.'50 0 

0 

A :i0.90() - 




1 Stock 

29.400 0 

0 

B .3.3,600 



1 

Debtors ^ 

26,460 0| 

0 

C - lb,800y- 

00,.300 

0 

0 

Cash 1 

1,890 0 

1 

0 


l,li),.')00 

0 

0 


1,15,5001 0 

0 


They agreed to take I) into partiier‘>hip and give him a share 
of -/2/- annas in the rupee on the following terms .— 

(1) That T) should bring in Rs 14,700 as his Capitol 

(2) Thai I'urniture lie depreciated by Rs 920/-. 

(3) That Stock be dcpieciated by 10% 

(4) That a Reser\e of Rs 1,320 be made for outstanding 
repaii bills 

(5) That the value of Land and Bipldmg having appreciated 
be brought up to Rs. 65,100/- That after making the 
before adjustments the Capital Accounts of the old part¬ 
ners (who continue to share in the same proportion as 
before) be adjusted on the basis of the proportion of D's 
capital to his sliare in the business (that is actual cash 
to be paid off to, or to be brought ill by the old partners 
as the case may bf) 

Pass the Journal Entries necessary to give effect to ther 
above arrangements and prepare the Profit and Loss 
Adjustment account and the opening Balance Sheet of 

, the firm as newly constituted. 

« 13. Messrs. 0e and Bose are partners in a concern faring 
' profits and losses in the ratio 7 ; 5. The following is their Trial 
Balance on 3lst December 1938: 



% 

Hr. Capital Account 
Hr. Bose's Capital Account 
l^tade Creditors 
Goods sold 


Stock as on 1st January 1938 

Trade Debtors 

Drawn by De 

Drawn by Bose 

Bad Debts 

Rent and Rates 

Salaries 

Trade Contingencies , 
Goods bought 


5,000 0 0, 
5,000 4.%-, 
1,000 0 4 ® 
25,000 0 

36,000 0 0 ‘ 

—. ' 

3,000 0 0 
8,000 0 0 
600 0 0 : 
600 0 0 
420 0 0 
1,660 0 0 
2,275 0 0 
1,656 0 0 
18,100 0 0 


36,000 0 0 


Stock in liand on 31st December 1938 was Hs 2,880/-. Draw 
"^up the Profit and Loss Account, including the shares of each of 
the partners in the results of trading. (C. U.) 

• 

14. X, Y and Z are in partnersliii), and on 1st January 1909, 
their respective capitals were £4,000, £2,780 and £1,590. Y is 
entitled to a salary of £250 and Z to one of £200 per annum, 
payable before division of profits. Interest is allowed on capital 
at 6 per cent per aimutR and is not charged on drawings. Of 
the net divisible profits X is entitled to 40 per cent of the first 
1,000, Y to 36 per cen^ and Z to 26 per cent, over tliat amount 
profits are shared equalty. The profit for the year ended December 
31st, 1909, after debiting partners’ salaries, but before charging 
interest on capital,,was £2,317 and the partners had drawn 
£800 each on account of salaries, interest and profits. Prepare the 
A closing entries of the Profits & Doss'Account and the Partners' 
' Accounts for the year, 

(Chartered Accountants) 

16. Pass suitable Journal entries for the following :— 

(a) Interest on current account with Lloyds Bank Rs. 36/- 
has not be^ brought into account. Do this. 







(b) Rs. 600/- is to be written off Snndfy Debtors. Pass entry, 

(c) A and B are in partnership sharing profits and losses in 
the ratio of 1 ; 2. It is decided to introduce Goodwill 
and Rs. 3(),()()0/- is to be debited to this account. Do this. 

(d) Fire insurance i)remiuni at the rate of Rs. 900/- a year 
has been paid in advance for 5 months. Make the 
adjustment. 

(e) Establishment charges to the extent of Rs. 3,000/- remain 
unpaid at the date of closing. Make the adjustment. 

(C. U.) 

16. The following are the lycdger Balances of Messrs. Jones, 
Smithson & Co., Brcv\crs and Wine and Spirit Merchants, on 
30th June 1914. 

Prepare Trading and Profit & lyoss Account for the year to 
June 30th, 1914, and Balance vSlieet as on that date. The Stock 
on 30tli June 1914, at cost, amounted to £3,000 

Adjust the Accounts by deducting depreciation from the follo¬ 
wing assets, thus :— 


Plant and Machinery 


H% 

Bottles 



33% 

Cases and Sundries 


5 % 

Horses 

t 



10% 

Carts and Harness 


6 % 

Motor Lorries 



20% 

Casks 


• • • • 

H% 

Ledger Balances 

on 30th June 1914. 

f* 



£ 

i 

£ 

A Jones—Capital .. 

36,000 

Rates, Taxes and 




Licences . 

.« 700 

W. Smithson— 


Freeliold and Lease- 

Capital 

2.t,000 

hold Houses 

.. 38,000 

Freehold Brewery .. 

30,000 

Bank Loan 

.. 10,000 

Plant and Machinery 

3,000 

Depositors 

13,000 

Bottle 

1,350 

Travelling 

900 

Cas^ 

660 

Horse-keep 

250 

Horses 

560 

Reserve Account 

6,705 

Carts and Harness .. 

530 

Motor Expenses 

.. 80 








£ 


£ 

Sales-Beer 

54,960 

Motor Lorries 

900 

„ —^Wines and Spirits 

6,600 

Interest on Loan Dr. 

1,3^ 

„ —Sundry 

1,630 

Interest on Loan Cr. 

m 

Purchases 

28,000 

Casks 

2,000 

Duty-Beer 

8,000 

Stock, 1st July 1913 

5,690 

„ —^Wines and Spirits 

1,100 

Balance at Bank 

5,980 

Wages 

2,500 

Rent received 

1,260 

Salaries 

950 

Rent paid 

1,600 

Sundry Creditors 

5,250 

Repairs to Brewery .. 

200 

Sundry Debtors 

21,000 

Rq^airs to Houses .. 

500 

Sundry Expenses 

1,380 




(Chartered Accountants) 


17. A and B entered into ]>artnerisliip on 1st January 1907, 
for a term of live veara, each investing Rs 7,500 and agreeing to 
share equ.illy Shortly after the terniinati )n of the partnership 
A died, and the accounts taken at Ist January 1912 showed as 
follows : 




A's Drawings .. 

B’s Diawings .. 

Stock 

Plant 

Furniture 

Cash 

Mortgages 
Bills Receivable 
Accounts Receiv¬ 
able 


Rs as p 
8,938 0 0 
3,472 0 0 

8.750 0 0 

3.750 0 0 
1,250 0 0 

666 0 0 
2,500 0 0 
2,000 0 0 


A’s Capital 
B’s Capiltil 
vSuiidry Creditors 
Profit & Loss 
Account 


,9,947 0 0 

'9 

41,173 0 0 


Rs. as. p. 
7,600 0 0 
7,500 0 0 
4,068 0 0 

• 

22,116 0 0 


41,173 0 0 


The surviving partner took over Stock, Plant and Furniture, 
at the values stated, continued the business under his own name, 
acting as agent of the Firm in realising the remaining assets. 
On 1st January 1913, he reported to his late partner's executors 
that he had collected Rs. 6,500 of the Accounts Receivable, 
Rs. 1,250 of the Bills Receivable, and had received Rs. 93-12-0 
interest on Mortgages. His expenses had been Rs. 125 for salaries, 
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Ks. 276 for lawyer *9 and accountajit's diaiges, and swotdtf exp&aie» 
Rs. 60. He had made allowances to Customers, amountiitg to 
Rs. 840, and had discharged the \ihole of the habilities to Sundry 
Creditors by payments amounting to Rs 3,853. 

Prepare accounts showing the position of the Capital Accounts 
as at January 1913 and a Balance Sheet as on the same date. 
Deal only with the figures set out (G. D. A) 

18. D Dutt & G Cihosli are in partnership, shaimg profits 
and losses two-tlnrd and one-third respectively They agree 
to admit B. Banerjce as a partner on condition that he brings 
in Rs. 18,000 , Rs 2,400 of winch is to be regarded as piemium 
for Goodwill, the money, however, is to remain in the business. 
Make the necessary Journal entries in the books (Cal Uni) 

19. What IS meant b> Goodwill in a Partnerblup ? How and 

when IS Goodwill brought into account ^ (Cal Uni) 

20 “Goodwill cannot be said to deprcnriate Ivxplatn the 

statement (Cal Uni) 

21 What is meant by the expiessiou ' Goodwill oi a firm'' 

and when and how is it taken into consideration? How is it treated 
in the accounts of a concern and on wh<it basis ? (Cal Uni) 

22. «A, B and C weit paitncis Their paitnership deed 
provided tliat they weie to share protits thus A 28%, B 34% 
and C 40% , and that il a paitner died, lii*^ Capital should remain 
in business for a stated jieriod at a lixed^ r.ite of interest but 
that the deceased iiartnei s share sliould.be credited with an 
amount for Goodwill, based upon one and a half \ ear’s average 
profits, for the five yeais prior to his death, but be subject to a 
deduction of 5% from the book debts C died, and the profits 
of the firm for the live years v\ere agreed at ;^1,600, £2,800, £2,400, 
£3,600 and £2,000 respectively, and the book debts at £12,000. 

Prepare a statement showing the amount of Goodwill to be 
credited to C s account, and give the Journal Entries in the firm’s 
books necessary to carry out the transactions. 

(Chartered Accountants) 



^ Acc!(mii.t and the Profit tasd 

Acootmt for the year ended 31st December, 1326 together 
the Balance Sheet as at date from the Trial Balance given belMf 
of A and B who are in partnership sharing profits and losses 
equal proportions. V 

Trial Balance —as at December 31st 1926. 


Details Dr. Cr. 


■•*•**• “ “ ■“ 

"" 




** 

“ 

Capital Account^-A 




6,000 

0 

< 

„ M - B 




4,000 

0 

< 

Machinei> 

6,000 

0 

0 




Cash at Bank 

500 

0 

0 




Sales 




16,000 

0 

( 

Purchases 

8,000 

0 

0 




Stock on 1st January 1020 

0,000 

0 

0 




Smidry Debtors 

4,000 

0 

0 




Sundry Creditors 




4,600 

0 

( 

Income Tdx 

400 

0 

0 




Interest 




300 

0 

< 

Bills of Exchange receivable 

2,000 

0 

0 




Drawings -A 

1,250 

0 

0 




B 

750 


0 

• 

% 




20,800 

0 


20, {€0 

0 

< 


The following items are also to be adjusted :— 
Depreciation on Machiiieiy Rs 500, Closing Stock on 31st 
December 1926 valued at Rs 8,000; interest to be allowed on 
Capital and diarged on Drawings at 10% per annum. 

(Cal. Uni.) 

24. James and Robinson have been carrying on business in 
partnership during the year ended December 31, 1903. No 
partnership deed was however, eaoecuted. Capital was intro¬ 
duced into the business as foUows:—James £5,000, Robinson 
£1,000. James in addition advanced £1,000 to the firm as a loan, 
but no agreement was come to between the partners as tp the 
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payment of interest upon this loan. The prc^ts for the year 
ended December 31, 1904, amounted to £3,000, prior to pro^dsion 
‘ for interest, if any, cither upon Capital or Loan Accounts. The 
partners cautiot agree either as to the proportion in which the 
profits are to be divided, or upon the question of interest. They 
refer the matter to you, and agree to abide by the accounts pre¬ 
pared by yon How would you divide the profits for the year ? 

(Chartered Accountants) 


25. In the firm of Hard and Easy at 1st January 1010, Henry 
Hard had Capital £10,,500 and Thomas Easy £7,100 and the 
profits arc divisible ratoably with Capital as it stands at the end 
of each year, after deduction of drawings duiing the year, no 
interest being charged either upon Capital or drawings. The 
stock at 1st January 1010, was /,0,400 and at 31st December 
1910, £H,S00. The firm owns the freehold premises which are 
Vfilucd at £S,000 and which are subject to a mortgage of £3,500 
and £500 is invested in Consols at SO. The remaining Balances 
at 3ist December 1010, aie as follows, and you are required to 
prepare a I’rolit & Loss Account and Balance Sheet after pro¬ 
viding a reserve ot on book debts, dej>reciatii)g fixtures and 
fittings 5%, macliinery f>% and writing Consols down to 78. 


Fixtures and hit lings 

£ 

830 

Wages 

8,000 

Sales 

1,36,000 

Kates and Taxes 

160 

Bank Charges 

213 

Bank Overdraft 

4,500 

Interest on Consols 

11 

Cash in hand 

20 

Salaries 

1,250 

Electricity 

152 

1 

Sundry 1 debtors 

15,660 

Bad Debts 

120, 



£ 

Machinery and Plant 

2,000 

Purchi>\es 

1,16,800 

Discounts (bal.) Dr. 

1,400 

Mortgage* Interest 

148 

Sundry Creditors 

9,900 

Mr. Hard (Drawings) 

3,600 

Mr. Easy „ 

2,100 

Repairs and Replace¬ 


ments 

280 

Travelling Expenses 

950 

Bills Receivable 

2,300 

Bills Payable 

2,162 


(Incorporated Accomitants) 



( 


m 


26. Kichaxd Black and William White enter into paxtnersinp, 
upon equal terms, for the purpose of purchasing and continuh^ 
the old established business of the late Robert Blank. Th6 
business was taken over from Blank's executors as on January 1, 
1906, as a going concern, upon the basis of the last certified 
Balance Sheet, which w’as as follow'S :— 

R. Blank 

Balance Sheet, as at December 31, 1901 



i 


£ 

Capital 

27,593 

Freehold Premises 

14,200 

Sundry Creditors 

2,4S2 

riant Account 

8,100 

Reserve for Bad 


Sundij’^ Debtors 

3,420 

Debts 

3S.5 

>Stock on hand 

4,140 

• 


(.hlice I'uniiluie 

600 


.*{0,1(?() 


30,460 






The purchase pi ice was .ign*c(l at /2s,000, winch amount 
was found, in equal shaie<^, by Black . nd White and duly paid 
over to Blank's executors. In .iddilioii, each partner paid ;fl,000 
into the new firm’s Banking Account to ])rovide working ta])ital, 
and it was agreed, before opening the new books, to reduce the 
valuation of the plant (as shown abo\c) by ^600, the Stock 
by £450 and the Office Furniture by £200. Make the opening 
entries necessary to r?K^ord the above traiis.ictions in the books 
of the new firm, and draw up a Balance vSheet showing the position 
of Messrs. Black 6? Wliite at the commencement of the new 
partnership. * (Cliaitercel Accountants 

27. (a) A and^B are partners They admit C as a partner on 
the understanding that his share of jirofit shall not in any year 
be less than Rs. 2,400. Profits are shared as A 50%, B 40%, and 
C 10%. The profits for the year ended December 1935 amounted 
to Rs. 16,600. Show the Profit and Loss Account (Appropriation 
Section) for the year ended 31st December 1936. 

(b) When does Goodwill arise in Partnership Book? Illustrate 
the various methods of recording Goodwill in Partnership Books. 

(G. C. I. Final) 



28. A, B and C are partners sliarmg profits and losses a$ 
A-d, B-3, C-2. Their Capital are fixed at A—Rs. 15,000, B—^3,O0O« 
and C —2,000 and interest on Capital is allowed hy the firm at 
&% per annum The Partnership Agreement provides that on 
the death or retirement of a partner the Goodwill of the firm is 
to be valued at 2 years’ purchase price of the average net profit 
of 3 years before charging interest on Capital. A retires on 
31st December 1031. The firm's Profit and Doss Accounts show 
the following net profits (after charging interest on Capital) 
during the three previous years *— 



Rs. 

1st year 

1,750 

2nd year 

1,8.50 

3rd year 

1,900 


You are lequired to show how much will be credited to A 
on account of his share of the firm’s Goodwill in addition to his 
Capital. (G. C. I. Final) 

20. X and Y are in ])<iitnerslup The Balance Sheet of 31st 
December lOl.i showed X's Capital at Ks 6000 and Y’s> at Rs. 
3000, Goodwill does not appear on the Balance .Sheet Profits and 
Dosses are to be divided as to 2/3rds to X and l/3rd to Y. As 
a matter outside the jiarlnciship, Y owes X Rs 1,000 This 
does not appear m the firm's Books Disagreements arising, 
the partners agice t(. dissolve as fiom 31st December 1915, on 
the basis ot the Balance Sheet above refeired to Y offers X 
Rs. 31,000 to go out, this payment to reconijieuse X for his 
interest in the Business including Goodwill and also to settle the 
private debt ot Y to X X, however, wouM rather pay Y out 
on the like terms w ith .ui a<lditioiial amount of Rs. 500, and offers 
Y a sum to settle Y’s interest in the Business and his (Y’s) private 
debt, and the additional amount above referred to. 

Prepare statements showing the details of their offers, assuming 
that X values the Goodwill at the amount which is implied as 
its value in Y's offer to X. (B. Com.) 

30. Bankim and Paresh are in partnership, sharing profits 
^d losses 2/3rds and l/3rd respectively. They agree to admit 
iPliliim and Romeii into partner^p on following condition 

(i) Mahim is to bring into the business Rs. 1,800, Rs. 240 of 
r which is to be regarded as premium for admission, but is to be 



' <mt t6 the pavtnexs in the pfoportioas in which the^ 
tntitkd to fiikare it; (ii) Ramen is to bring Rs. 1,800, Rs* 
of which is to be tegarded as premium for goodwill, the mon^« 
however, remaining in the business. Make the necessary entriel^ 
in the books, and show the effect of these entries on the Balanc^^l 
Sheet just after admission of the new partners 

(G. D. A test) 

.31. Smith and Robinson earned on business in partnership. 
On 31st December 1913, they dissolved the partnership and Smith 
retired. 

Their Balance Sheet at that date was as follows .— 


liabilities 

Assets 


— 

i 

£ 

Sundry Creditors and 

1 reehold Land and 


Reser\ e 

JO (MM) Building 

5,000 

Bills Payable 

.>,(M)0 I i\ed Plant .ind 


Loan on Mortgage of 

Machinery 

12,000 

I'reehold Propertv, 

Loose I’laiit and Tools 

4,000 

contra 

.1,000 Patterns and Models 

2,000 

Smith—Capital A/c 

21,000 iSlock-ni Tiadc 

16,000 

Robinson Cap A/c 

14,000 Sundry Debtors and 



Reserve 

1 

11,000 


Bills Receivable 

2,600 


Cash m Hand 

300 

• 

Cash at Bank 

1,200 

• 

53,000 

. . . 1 

63,000 

• 

Profits and losses were riiared in the proportions of Smith 

two-thirds, and Robinson one-thifd 


Robinson agreed to take over the business on the following 


terms:— 

The Freehold l^and and Buildings were to be tal^ over by 
Smith at the amount stated in the Balance Sheet, subject to the 
Mortgage, and Robinson was to rent the premises on a repairing 
lease at £260 pa: annum. 
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Revaluations were to be made which resulted as follows • 

Fixed Plant and Machinery, £10,000 ; lyoose Plant and Tools 
£4,400; patterns and Models, £1,800; and Stock-in-Trade, 
£12,000. 

Smith agreed to allow the amount due to him (less £300 which 
was to be paid to him in cash) to remain as a loan to Robinson 
at •'>% interest. 

Make out Robinson’s Balance vSheet, after the transactions 
have been coni])letcd. (Chartered Accountants) 

32. Mr. A and Mr. B are partners and share profits and losses 
as follows : — 

Mr. A seven-tenths and Mr. B three-tenths. Interest on 
Capital only is allowed at 5'*', per annum. B is entitled to a 
salary of £500 a year before the division of profits. Prepare, 
from the following ])articnlars, n statement showing the position 
of the Capital and of the Dr.iwings Accounts of both parties as 
at 30th June, 1033 : - 

On l.st January. 1033, A’s Capital Account Cr. £5,000, B's 
Capital Account Cr. £2,000 ; A’s Drawings Account Cr. £542, 
and B’s Drawings Account Cr. £248. 

On April I, A intiodneed a further amount of £5,000 as Capital. 
The profits foi the period after Interest charges and Salary were 
adjusted was (3,300. 

A drew £1,500 on I'Vbruary 1, 1033 and a similar sum on 
31st Mardi, 1033. B drew on Hie latter date £1,300 and his 
salary each month 

33. Ghosh and Chatterjee are in partnership sharing profits 

and losses two-thirds and one thiid respectively. They agree 
to admit Ray as a partner on condition that life brings in Rs. 18,000 
of which Rs. 2,400 is to be regarded as premium for Goodwill; 
the money, however, is to remain in the business. Make 
nec^saiy entries in the Books. ' (B. Com.) 

34. A, B and C were the owners of a patent medicine sharing 
profits equally. A died on 31st December 1910, leaving two 
children; he made B & C liis Executors and Trustees. His 

and the partnership deed provided that the business should 
be continued and the children maintained and educated till the 
year 1916 when they both came of age. They were then to 
receive their father’s share and capital in the business less anv 
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stmis paid out during their minority. You are instructed, to 
draw up a Balance Sheet as at the end of 1914 showing the position, 
and also a Profit & I^oss Account for the year. The figures for 
the latter are as follows :— 


i 

Sales and Commission earned .. .. 1,02,000 

Warehouse Wages .. .. 5,100 

Salaries .. . 14,200 

Commission paid .. .. 3,400 

Travelling lixpenses .. . 1,890 

Miscellaneous Expenses^ .. .. 1,020 

Rent of Warehouse .. .. 780 

Advertising .. .. 18,700 

Purchasing of materials .. .. 26,390 

Stock at commencement of year .. .. 8,900^ 

Stock at end .. .. 8,200 


The Capital Accounts of tlie partners are ;ri0,000 each, and 
the liabilities on 31bt December 1914 weie 3^12,.300 on Bills and 
3^33,800 to Sundry Creditors The firm had a lease of the offices 
valued at £1,050, Book Debts £56,500, Bills Receivable £14,800 
and Cash at Bank £7,*I00. 

B and C had invested the whole of A’s share of the profits 
since his death, and 'this Investment Account stood at £45,300 
at tlie above date, they had paid the maintenance and other 
charges amounting to £11,270 which had been debited to an 
account called Accumulation of Income Account. 

B and C were both entitled to draw a special remuneration 
of £3,600 each year against the profits. 

Draw up an account showing what the children will receive 
aAsiiming that all adjustments have been made in the books up 
to 1st January 1914. (Incorporated Accountants) 

35. Messrs. Black and White were equal partners in a retail 
Book Shop. They decide to retire and dispose of their burincss 






as on December 31, 1903. At the close of the year their Balance 
Sheet was as follows — 

Balance Sheet—as at 31st December, 1903 



c 


' £ 

B. Black Cajutal A/c 

3,050 1 

Lease 

1,250 

W. White Capital A c 

000 

hixtures 

220 

Sundry Creditors 

ISO 

Sundiy Debtors 

840 



Stock 

2,060 



Cash at Bank 

* 120 


1 400 


4,490 


The lease and the fixture were disposed of for £2,700 and the 
cash duly leceived The hook debts v\tre collected, .ind re¬ 
alized £752 The stock ivas sold hv luciion iiid produced £1,340 
after payuiciit of i oiiiniissioii and cxpcn^ts The Sundry Cre¬ 
ditors. ■were ]>ai(l off {Is bciiitr illowed foi discount The ex¬ 
penses of lealuation anioiintcd to /S7 \s bookkeeper to the 
firm, prepare vvhatcxci accounts mav be necessary to show the 
result of the realization and the amount received by each partner 

(koudon Cliambcis of kouimerce , Senior) 

36. The followiiu; is the Balance sheet of H Perkins and 
F. Shepherd, tiadm» as I’crkins, Shephcid & Co , on 31bt Dec , '' 
1912, profits being divided three-tifths to II Perkins, and two- 
fifths to F. Shepherd — 


Liabilities 


Assets 

£~^ 

Capital Accounts — 




H. Peikins 

7,000 

Debtors 

4,400 

F. Shepherd 

4,000 

Buildings 

3,000 

i ' 

Sundry Creditors 

3.000 

Plant 

' 6,000 



Bank 

1 

, 1,600 


14,000 

1 

1 


14,000 


301) 


They agree to admit a new partner, L. Brooke, on 1st Jan. 

1913, and the following arrangement are made :— 

(а) Goodwill to be created, amounting to £3,600, to be credited 
to Perkins and Shepherd in the same proportions as they 
divide profits. 

(б) The buildings and plant are independently valued at 
£3,500 and £0,000 respectively, the increased values to 
be similarly credited It) Perkins and Shepherd. 

(c) Iv. Brooke to bring in £4,000 cash as his Capital. 

(d) All partners to be credited with interest per annum 
oil Capital, and to be charged 5”y per annum interest 

. on Drawings, which amount tor each partner to £30 a 
month, drawn at the end of the month 


(e) Profits to be divided in the ])roportion of Perkins 6, 
Shepherd 3 and Brooke 2. Tlie profits to 30th June, 
1913, before allowing interest, vv’ere ;^J,S00. 

Prepare the partners’ Balance Sliect and Capital Accounts 
as on 30th June, 1913 (Incorjiorated Accountants) 


37. The following is the Trial Balance of A. Jumble and 


T. Sale on Decem])er 31st, 1907 

, A. Jumble, Capital, Jan. 1 
T. Sale Capital, Jan. 1 
Machinery and Plant 
Stock Jan. I 
Purchases 
Salaries 
Wages 

Sales , 

Debtors 

Creditors • 

Carriage • 

Rents, Rates, Taxes & Insurance 
Discount 

A. Jumble, Salary • 

T. Sale, Salary 
I Cash at Bankers 
Repairs 
Coal and Coke 
Bills Payable 
Bills Receivable 
Cash in hand 


Dr. 

Cr. 

t: 

£ 


12,000 0 0 


9,000 0 0 

10,000 0 0 


,5.500 0 0 

• 

22,000 0 0 


1,000 0 0 


4,500 0 O' 


35,000 0 0 

9,000 0 0 



4,000 0 0 

470 0 0 


1,200 0 0 


30 0 0 


600 0 0 


400 0 0 


4,300 0 0 


250 0 01 


1,100 0 o' 



760 0 0 

375 0 0 


25 0 OJ 


60,750 o' 0 

60,760 0 0 


90 
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Tho Slock at the end of the year amounted to ^6,000. Prepare 
Trading, Profit and Loss Account and Partner’s Accounts and 
Balance Sheet. Each partner is to have 6% inter^t on his 
Capital : the profits and losses are to be divided, two-thirds to 
A. Jumble and one-third to T. Sale; 7^ per cent for depre¬ 
ciation is to be written off Machinery and Plant; 2|% for dis¬ 
counts is to be allowed off Debtors and Creditors ; £360 is to be 
reserved for Bad Debts; and Rates, amounting to £300, paid 
for the year ending March 31st 1908, have to be apportioned. 

(Chartered Accountants) 

38. Messrs. Lion and Unicorn are in partnership as' chemical 
manufacturers. Profit and Losses are divided equally. Under 
the deed of partnership, the following adjustments are necessary 
before division of profits : 

6% Intere.st is allowed on Partners’ Capitals ; 10% Depre¬ 
ciation is to be written off Plant Account and Barges Account; 
5% provision is to be made for Bad and Doubtful Debts. 

On 31st December 1900. the Ledger Balances of the firm 
were as follows 





£ ^ 

Purchases A/c 

63,000 1 

Sundiy’^ Creditors .. 

3,860 

Barges Account 

3,2.50 ' 

Insurance 

266 

Repaks & Replace¬ 

1 

1 

Bad Debts 

341 

ments 

3.205 1 

Bad Debts Re.serve 


Freight and Marine 


A/c (Jan. 1-1900) 

386 

Insurance 

312 

Advertising 

982 

Allowances from 

1 

Advertising Suspense 


Creditors 

2,420 

Accourit 

5,800 

Coal 

4,404 

Cottage Rpnts Received 

117 

Gas and Water 

302 , 

Cash in hand 

325 

Machinery and Plant 

1 

R. Lion, Capital A/c 

69,400 

Account 

25,000 1 

R. Lion, Drawings A/c 


Wages 

6,221 

(including • Interest) 

4,250 

Land and Buildings 

1 

1 

13,8'40 ' 

P. Unicom, Capital 


Account 

Account 

30,000 

Salaries 

868 1 

P. Unicom Drawings 


Sundry Debtors 

7,940 ; 

A/c (including Int.) 

2,050 

Sales 

74,441 



Cash at Bank 

2,186 



Stock (Jan. 1, 1900) 

26,220 



Rent, Rates & Taxes 

873 
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Stock was taken as on December 31st, 1900, and was^agreed 
at £30,342. It was also agreed to write off half the Advertising 
Suspense Account and to transfer to Buildings Account £3,000 
from Purchases Account and £260 from Wages Account repre¬ 
senting cost of materials and labour spent upon new buildidgs 
erected during the year. Prepare Trading and Profit and Doss 
Account for the year ended December 31st, 1900, and a Balance 
Sheet as on that day. (Dondon Chambers of Commerce) 

39. Messrs. Slander and Backbite own a small newspaper. 
Profits and Dosses are equally divided. Before the division of 
profit the following adjustments are necessary :—10% Depre¬ 
dation is to be written off Plant Accoimt; 20% off T 3 q)e Account 
and 10% off Horses and Carts Account; 5% provision is to be 
made for Bad and Doubtful Debts. Six months’ Interest at 5% 
is due ux>ou the Bank Overdraft, and has not yet been passed 
through the books, vStock as on 31st December 1901, was valued 
at £381. No interest is allowed upon Partners’ Capital Accounts, 
Backbite’s smaller capital being compensated for by the fact that 
he gives more lime to the business than his partner. Dcdgei 
Balances on 31st December 1901 were :— 



t 

1 

‘ £ 

Expensps of Bram-h Office 

129 

Audit Fee 

52 

lasuranco Acoount 

:}4 

].>aw Charges 

124 

Raten, Taxes and Gas 

.V) 

Bad Debts 

142 

Postage Account 

182 

1 Freehold Printing Works .. 

4,960 

Carriage 

261 

' Additions to Freehold 


Bad Debt Beaerv® (1st Jan. • 


1 Premises during the year . - 

160 

1901) 

430 

' Plant and .Machinery 

4,400 

Sales and Subbcription (Nen's- 


' Typo 

2,900 

paper Dept.) ^ .. 

4.852 

1 Stock, lat Jan. 1901^ 

342 

Sales (Jobbing Dept.) 

848 

1 S. S’b Capital Acoount 

9,804 

.Advertisements Account 


1 S. S’s 1 Irawings Account 

1,040 

(Rooeipts) 

.'>,540 

T). B’h Capittd Account 

7,540 

Compositors’ Wages 

2,0.35 

1 1). B’h Drawings Accoimt 

952 

Reporters’ Salaries • 

798 

1 Trade Creditors 

862 

Paper Purebaseh 

2,220 

J Advertiseraonts paid in 


Office Salaries 

748 

j advance 

760 

Trade and Incidental 


' Horses and Carts 

194 

Expenses 

82 

Sundry Debtors 

8,440 

Cost of Literary Contri- 


Cash in hand 

457 

butions 

898 

1 Bank Overdraft 

1,600 

Commission paid 

152 

i 

' 


Stable Expenses 

121 



Ink PnrchascB 

88 



Machine and Engine Room 


1 


Expenses 

242 

1 
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Prepare final accounts. 


(London Chamber of Commerce) 

*40. The following is the Balance Sheet on 31st March 1914, 
of Mr. O. P. prepared for his own use and in the accustomed 
way :— 


Liabilities 

i 

Assets 


Creditors 

3,000 

Cash 

500 

O. P. Capital 

13,000 

1 Debtors 

1 

4,000 


1 ^ .Stock 

5,000 

' Fixtures*& Fittings 

750 

Freehold Premiseb 

6,000 

Investment 

250 

lO.riOO 

16,500 


He decides to lulinit a partner, and it is arranged that the 
partner shall join on the basis of the above Balance Sheet, subjec¬ 
ted to the following modifications : ~ - 

.5% to tome off the Debtors. 

Stock to be taken at /4.r»00. 

I'ixtures and I'it tings to be taken? at £5(K}. 

P'reehold Premises to be taken jit {7,000. 

Cash and ln^'estInent not to be taken over by the partnership. 
Make the necessary Journal I^ntries, and show the Balance Sheet 
giving effect to the above modifications. 

(Chartered Accountants) 

41, Mr. A. Bath and Mr. B. Wells carry on separate business 
of a similar nature, and agree to terms of partnership on the basis 
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of amalgamation. The following is a statement of their respective 
positions :— 


BATH 


Inabilities 


Assets 



£ 

1 ^ - - • — — 

£■ 

Sundry Creditors 

1,180 1 

, Stock 

4,200 

Mrs. Bath lyoau at 4% 

2,000 ' 

1 Book Debts 

8,050 

A. Bath, Capital 

0,820 

Trade I'ixtures 

150 



Cash at Bank 

580 



Cash in Hand 

20 


13,000 


13,00(» 


W’KIvLvS 


liabilities 

{ 

Assets 

i 

! £ 

Creditors 

S0J> 1 

Stock-in-trade 

1 1,800 

Union Bank 

1,500 i 

1 Book Debts ^ 

[ 0,400 

Mortgage on Lease¬ 


, Trade Tixtures 

200 

hold 

1,000 

1 Life Policy Premium 


B. Wells, Capital 

7,280 

[ paid 

180 



Leasehold of I’remist 

2,000 

1 

• 1 
• } 

10,580 

i 


10,580 


It is agreed that each partner sliall bring into the partnership 
£10,000 in cash pr its equivalent, business being carried on in 
Wells’ premises, of which it is agreed that the lease shall be 
treated in account as worth £3,500. *The trade fixtures of Mr, Bath 
are sold out and produce £70, the loss being borne by the part- 
nerdiip; and it is agreed that all private liabilities and assets 
are to disappear from the partnership books. After necessary 
adjustments, prepare the Partnership Balance Sheet. 


(Incorporated Accountants) 
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, 42. Brown and Smith are partners. The Partner^p Deed 
provides inter alia ;— 

(1) That the Accounts be balanced on 31st December in 
each year. 

(2) That the profits be divided as follows •—Brown one-half, 
Smith one-third, and carried to a Reserve Account one- 
sixth. 

(3) That in the event of the death of a ]jartner, his executors 
be entitled to be paid out : — 

{a) The Capital to his credit at date of death. 

(fe) His ])roportion of jnofits to date of death based on the 
overage profits of the last three coni})leted years. 

(t) By way of Goodwill his proportion of the total profits 
for the three preceding years 
{d) His proportion of Reserve at vlate of last Balance 
vShcet 

On 3Jst December 1900, the Dcdgei Balances were 


Brown's Capital 

Smith's Capital 

Reserve 

Creditors 

Bills Receivable 

Investment 

Cash 


L 


2,000 0 0 
5,000 0 0 
14,000 0 0 


£ 

9,000 0 0 
6,000 0 0 
:i,ooo 0 0 

.3,000 0 0 


21.*000 0 0 


21,000 0 0 


The profits for the three \eais were 5907, £4,200; 1908, 
£3,900 and 1909, /4,600. Smith dies on 1st May, 1910. 

Show the account as between the Firm and Smith's Execu¬ 
tors as on 1st May, 101(> (Chartcled Accountants) 

43. On 1st January 1921, Abiaham and Bhagwanji who were 
trading in partnership sharing 7/12tlis and 5/12ths respectively, 
take in Cooverji giving him l/6th share. Over and above his 
Capital, Cooveiji brings in Rs. 96,000 as his Goodwill for the 
l/6th share which he has acquired 1,24th from Abraham and 
l/8th from Bhagwnnji. The Cash brought in by Cooverji as Iris 
Capital as well as for his share in Goodwill is credited in one 
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separate account in his personal name. On 31st Decembef, 
1921, their Trial Balance stood as follows — 



Kb. 

fa. 

p- 


Ra, 

1^' 

*p 

Machinery 

0,00,000 0 

0 

Abiahnm'a Capital 

:i,:i6.(«K) 

1 0 

0 

Furmture 

40.000 

0 

0 

Khoga anji'h Capit.ii 
(’oos 01 ji’s A /« (1 Vrson.il) 

2,40,000 

0 

0 

Stork 

1,1*0,000 

o' 

0 

2,24.000 

i ^ 

u 

Drbtorb 

2,00,000 


0 

(’rrditors 

48,000 

1 0 

0 

Abrahara'b Draumgs 
Bbagwanji’s Drawings 
Uooverji’s Druwingb 

32,000 

o' 

0 

CiuTont \rcii > Frotib 

2,32,0001 Oj 

0 

fi2,0(H) 

oj 

0 



1 

1 


8,000 


0 

1 


1 

1 

(Jaah on hand 

28,(K)0 

o' 

r» 




1 


10,80,OOol 

0 

0 


UbSO.OOO 

0 

' 0 


* — 





—1 

1 

r 


Interest on drawings is to be ignored but interest on Capital 
Accounts is to be allo'^ed at 5% ]>er .iniium alter the necessary 
adjustments therein as regards the (Goodwill cash brought in by 
Cooverji. Prepare the Balance Sheet of the Idrm as on 31sf 
December, 1921, showing full details ni the Capital Accounts oi 
the three partners. (O. D. A.) 

44, Dyon and Lamb, manufacturers, are in partnership, 
sharing profits equally after jiroviding for interest at 7% per 
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annum on their capitals and drawings. The Trial Balance of 
the firm at 30th June, 1926, is as follows :— 



1 

Ra. la. p. II 

Ra. 

a. I 

(Capital Amtimtri, ]bt Julv : - 

1 



1 



Lyon 

• • 

( 

1 

1 

1 

40,0tK) 

0 

I..amb 

« , 




30,000 

0 

Current Accounts: - 


1 


I 



Lyon, Drawings 

* • 

2,(K)0 

0 

0 



Lamb, Drawings 

• • 

1,500 

0 

oj 



Freehold Property:— 







Business Pri'misos 

.30,000 






“Lyon Ciiainbors” 

18,000 

48,000 

o' 

0 



6 por cent Mortgage Loan 





20,000i 0 

I’romium for Icasi* oi PrcmiHH'. for iManiiiacturing 






purpo.se, 3 years Irom Ist ot March 1926 

, , 

l,5<K> 

0 

0 



Machinery and Plant 


12,0(M» 

0 

0 



Motor Lorries 


2.500 

0 

0 



Fixtures and KiHiiigs 


4,000 

0 

0 


1 

Stock, Ist .luJy 192.'> 


15.220 

0 

0 



Work-in-Progress, 1st .Inly I92r» 


5,470 

0 

0 



Bank 

f 

3,450 

0 

0 



Govommeiil Bonds, IJ })ei lent Bs. I,(KK); 

5 per 


1 




cent Rs. 2,(MK> 


3,0(K* 


0 



Debtora nrnl Creditors 

• • 

18,543 

01 0 

11,3461 0 

Reserve for Doubtful I)<‘bls 

• » 


( 


4001 0 

PureliosoH and Sales (Ij«'Sh Ketunis) 


88.450 

t)' 

(» 

1,.52,964' 0 

Manufacturing Wages and Exi)euse.s 

• • 

25,705 

0, 

0 


1 

1 1 

Carriage inwardt 

• « 

4.50 

Ul u 



Carnage outwards 

• • 

2.505 

0 

0 


1 

Interest on Mortgage to 31st Maich 1925 

• > 

000 

0 

0 


1 1 

Rent of Leasehold 

• • 

.500 

0 

0 



Discount allowed mid recened 


950 

0 

0 

1,4001 0 

Rates aiul Taxes 


()()0 

0 

0 


1 

Advertising 


0,000 

0 

0 



Salaries 


10,92.3 

0 

0 



Bad Debts 


040 

Oi 

0 



Rent from “Lvon Chambers' ’ 





1 l,5t)0 0 

Insurance on Freehold Proj>ertA 


4(Kt 

0 

0 



Interest on flovenimcnt Briiids 





1 4. 

» 0 

General Expenses 

( 

• •** 

2,000 

0 

0 



Repairs to “Lyon ChamlM rs” 

• • 

217 

0 

0 



Motor Lorries ujtkecp 

• • 

.><30 

4 

0 

0 





' 2,57,755 

0 

0 

2,57.755j 0 








vSlock as at 30tli Tune 192(5, Rs. 17,633 , Work-in-Progress, 
Rs. 3,200. 

The following adjustments have to be made :— 

(1) Premium on lease to be written dowm to amount uiiexpired. 

(2) Resetve for Doubtful Debts to be WTitten up to Rs. 800. 

(3) Depreciation—Machiner}’^ and Plant 10% ; Motor Lorries 
16% ; Fixtures and Fittings 5%. 
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(4) Insurance Premium unexpired Rs. 40. 

(6) Partners’ interest on dravvings : Lyon Rs. (»4 ; Lamb Rs. 48 

(6) Partners' interest on capital. 

(7) Accrued interest on mortgage. 

Prepare the partnership Trading, Profit and Loss and Appro- 
, priation accounts for the year ended, and Balance Sheet as at 
30th June, 1926. (B. Com.) 

45. The respective Balance Sheets of C and D at the date of 
amalgamation are as follows : — 


C 

Liabilities Assets 




1 

£ 

Capital 

1 18,000 ' 

Cash ' 

i:io 

Sundry Creditors 

8,220 

Bank of England ' 

8,640 



.Stock 1 

8..370 



1 Sundr 3 ^ Debtons 

6,730 



Shares Account : 




XL Spinning Co , ' 

2,000 



Office I'ixtures ' 

1 

350 


1 26,220 


• 

26,220 


I) 



•• £ 


T 

Capital 

17,500 

Cash 

260 

Bills Payable 

• 7,650 

Bank (Current 



1 

I Account) 

6,750 

I.C.M. Bank O/D .. 

3 740 

Stock 

7,980 

• 


Sundry Debtors 

7,200 



Shares Account ~ £ 



r 

|l 

1 A*Spinning Co. 1,000 

* 


1 

B ., 2,000| 

1 


1 

; C „ 1.500, 



1 

D ,. 2,000' 

6,500 


1 

1 

1 

1 Office Fixtures 

1 

200 


28,890 


28,890 
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It is agreed :— 


(a) That the Capital of the new firm shall be £32,000 divided 
e(iually. 

(b) That the shares shall be taken in at the following figures : 

XL Spinnings Co. ,. .. 2,000 


A 

B 

C 

1 ) 


» 9 

f y 

y f 

11 


800 

1,750 

1,360 

2,000 


(c) Thai the debts of both firms be taken over less 10 per cent. 

(d) That the business shall be carried on at the Offices of 
C whose fixtures are to be taken in at £200. The fixtures 
belonging to D are sold for cash £75, which is to be bought 
into account. 

(e) That all other assets to be taken at face value. 

You are required to prepare the Balance Sheet of the new 
firm explaining how the adjii.stments, which are required, should 
be effected. 

(Incorporated Accountants). 


46. Vasant and INIadhav entered into partnership on 1st 
January, 1914, the former introducing a capital of Rs. 60,000/- 
and the latter of Rs. 20,0(K). They effect a policy of insurance for 
Rs 25,000/- uj)on their joint lives in order to enable the sundvor 
in case of the death of one, to pay out in cash, part of the 
other’s interest. The net profits, before charging interest on 
capital as at the beginning of each ye.ir, at 5 per cent per 
annum and on drawings (averaged at l.jier cent ].cr annum), 
were as follows : 


Year 


Xet riofit 

N'asaiit's 

Madhav’s 




drawings 

drawings 



Rs. a. ]) 

• 

Rs. a. p. 

Rs. a. p. 

1914 

• • 

25,060 0 0 

6,000 0 0 

3,000 0 0 

1915 

• • 

26,100 0 0 

6,600 0 0 

3,300 0 0 

1916 

• • 

26,547 S 0 

7,000 0 0 

3,500 0 0 


Profits to Vasant 2/3rds and to Madhav l/3rd. The premium 
of insurance, w'hich is Rs. 2,000, is charged as a business ex¬ 
pense. 
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On 31st March, 1917 Vasaut died. According to tbe terms 
of the partner^ip deed his executors are entitled to receive his 
^are of the capital as it stood on 3lst December, 1916, plus 
his three months’ share of profit calculated upon the previous 
year’s rate of profits and share of goodwill which is reckoned at 
. 2/3rds of the previous three years’ profits after adju.sling interest 
l^on capital and drawings but without deducting the premium 
' paid on the insurance policy 

Make up Vabant’s account including these adjustments and 
showing the amount for w'hich Madlia\' shall iiave to account 
to his executors ’ ((». D, A.) 


47. Kllis .iiid Brown are partners, sharing profits equally, 
in a business similar to that cairied on by Smith. In order to 
avoid competition, they'decided to amalgamate tlie two busi¬ 
nesses by taking over the Assets and liabilities of Smith, and 
admitting him into partnership with them as from 31st December, 
1914. The Balance J^heet at that date of each business was as 
follows 

liLLIS AND BROWN 


Liabilities 

i 

1 Ab.setb 


ElUs—Capital 

6,000 

Cash at Bank 

2,500 

Brown—Capital 

4,500 

Debtors 

8,600 

Creditors 

3,700 

Stock 

3,100 


- 

14,200 

• 


_ 

14,200 


• • 

SMITH 


Liabilities 

i 

Assets 

1 

^Creditors 

7,500 

Cash*at Bank 

1,360 

Bills Payable 

2,650 

Debtors 

5,500 



Stock 

2,000 



Smith—Capital 




overdrawn 

1,300 


10,150 




10,160 


The new partnership was to be carried on as Bllis, Brown 
and Smith, and it was agreed between all the parties that the 
Book Debts and Stock of the business of EUis and Brown were 
to be reduced by 10% to cover Bad Debts and old Stock for the 
purposes of the amalgamation, and that Smith was to be credited 
with such a sum for Goodwill as would make his Capital in the new 
Business etiual to one-third of the joint Capital of Ellis and Brown^ 
therein. I'repare the Balance Sheet of Ellis, Brown and Smith 
after giving effect to these arrangements. 


(Chartered Accountants) 



Chapter VII 

DISSOLUTION OF PARTNERSHIP 

It has been observed that partnership firm comes into 
existence as a result of mutual agreement between the partners. 

agreement therefore, a partnership may be dissolved. Again, 

' under certain circumstances, subject to the agreement between 
the partners a firm is dissolved. These are : — 

{a) If entered into for a fixed term, by the expiration of 
the term. 

(&) If entered into for a certain adventure or undertaking, 
by the completion thereof. 

(c) If a partner is adjudged insolvent. 

{d) By the death of a partner. 

{e) If entered into for an undefined period by any partner 
giving notice to the other or others of his ^intention to 
dissolve the partnership. In such case the partner¬ 
ship is dis.solvcd as from the date as mentioned in the 
^ notice. 

illegality : 

A partnership firm is dissolved compulsorily on the happening 
of any e\'ent which makes it unlawful for the business o^ the 
firm to be carried on or for the partners to carry it on in partner¬ 
ship. 

Dissolution by the Court: 

On the application a partner, the firm may be dissolved 
by the Court in any of the following circumstances 

(a) When a partner, is found to be of unsound mind. The 
application may be made oji behalf of that partner by his 
committee or next friend or by person having title to 
intervene a^ well as by any other partner. 

(b) When a partner becomes permanently incapable of 

^ performing his part of the pefrtnership contract. 

(c) When a partner has been guilty of such conduct as is 

likely to affect prejudicially the carrying on of the partner¬ 
ship business. • 

(d) When a partner, willfully or persistently commits breach 
of the partnership agreement, or so conducts himself 
relating to the partnership business that it is not rea- 



sonably practicable for the other partner or partners 
to carry on the business in partnership with him. 

{e) When a partner has allowed his share to be charged for 
his separate debts. 

(/) If the business can only be carried on at a loss. 

(g) If it appears to the court, under the circumstances, / 
that it is just and eciuitable that the partnersliip be*' 
dissolved. 

Liability after Dissolution : 

Until public notice is given of dissolution, the partners conti¬ 
nue to be liable to third parties for any act done by any of them 
which would have been an act of the firm if done before disso¬ 
lution. 

Right of Partners on Dissolution : 

On the dissolution of a firm, everj' j)artner or his repre- 
.sentative is entitled, as against all the other partners or their 
representatives, to have the property of the firm applied in 
payment of the debts and liabilities of the firm, and to have the 
surplus distributed among the partners or their representatives 
according to their rights. 

Continuing Authority of Partners for the Purpose of winding up : 

After the dissolution of a partnership the authority of each 
partner to bind the firm, and the other rights and obligations 
of the partners continue notwithstanding the dissolution so far 
as may be nec'essaiy* to wind up the aifairs of the partnership, 
and to complete transactions begun but unfinished at the time of 
the dissolution. But the firm is in no casb bound by the acts of 
a partner who has become bankrupt. 

Rules for Settlement of Accounts ; 

In settling the accounts between the partners after dissolu¬ 
tion, the following rules shall, subject to any agreement between . 
the partners, be observed ^ 

{a) Losses, including deficiencies of capital, shall be paid, 
first out of profits, next out of capital, and lastly, if 
necessary, by the partners individually in the proportion 
in which they were entitled to share profits. 

(b) The assets of the firm including any sums contributed 
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by the partueis to make up deficiencies of capital, shall 
be applied in the following manner and order— 

(») in paying debts of the firm to third parties, 

(iV) in paying to each partner rateably what is due from 
the firm to him for advances as distinguished from 
capital. 

(ni) in paying to each partner rateably wbal is due to 
him on account of capital. 

(iv) The residue, if any, shall be divided among the 
partners in the proportion in whicli they were sharing 
profits. 

Firm Debts and Separate Debts : 

Where there are joint debts due from the firm, and also 
separate debts due from a partner, the propertj' of the firm shall 
be applied, in the first instance, in payment of the debts of the 
firm, and if there is suri)lus, then the share of each partner shall 
be applied in payment of his separate debts or paid to him. 
The separate property of any partner shall be applied first in 
the payment of his separate debts, and the surplus, if any, 
in the x^ayment of the debts of the firm. 

Partners Accountable for Profit made during winding up: * 

If a partner makes any profit in the business of the firm 
after dissolution but before complete winding up, he is liable 
to account for such profit to other partners or their re] ^esenta- 
tives unless he pnreh^d the goodwill. 

Refund of Premium« 

If a partner had x^aid any premium on being 'admitted as a 
X)artner for a fixed term and the firm is wound u]) before that 
term he is entitled to the retum of such premium, provided that 
such winding up whs not due to his own misconduct, 

REALISATION ACCOUNT 

It is obvious that upon dissolution, all that the partners have 
to do is to reali.se all the assets, pay the liabilities and take back 
their capitals. It is possible that some of the assets will realise 
more than their book value—^to that extent there will be profit. 
On the other hand if some assets realise less, that will mean loss. 
It is extremely unlikely that all the assets will realise the exact 
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amount of their book value. Realisation therefore involves 
cither profit or loss which the partners will share in their profit 
sharing ratio. It may be possible to sell the Goodwill (which is 
not recorded in the books) of the firm. That will be a gain 
which the partners will share. 

To ascertain the result of realisation it is necessary to open 
a Realisation Account. All the asset accounts are closed by 
transferring them to the Realisation Account, which will now 
look like a Trading Account being debited with the cost (book 
value) of the assets which arc going to be sold. Profit or loss 
as the case may be will be transferred to the partners’ capital 
accounts. All the liabilities accounts except Loan from the 
partners will also be closed by transferring them to the Realisa¬ 
tion Account. 

To look at it another waj" the Realisation Account after 
the assets and liabilities have been transferred to it, looks 
like the Hahnice Sheet (the sides reversed) with the partners' 
Loan Account, the Capital Accounts and the Reserve Account 
left out. It should be noted that the reserve is the undistributed 
])rofit which belongs to the partners. The Reserve Account 
should be closed by transferring it to the partners’Caintal Accounts. 
When the assets are realised and the liabilities paid including 
the loan frf>ni the partners, the cash will represent the capital 
of the'firm which will then be refunded to the partners. 

Formula for Entries on Dissolution : 

The following entries are necessary for recording the rea¬ 
lisation of the .isset.'^ and settling the-accounts between the 
partners-- 

(1) C)petr a Realisation Account and transfer thereto all the 
assets (except cash or bank balance and the debit balance 
of the partner’s Ca])ital Accounts if any). The entries are— 
Debit Realisation Account and Credit the asset accounts. 

(2) Transfer all the liabilities other than Loan from a partner, 
to the Realisation Account by debiting the liability 
accounts and crediting the Realisation Account. 

(3) ITpon the .sale of the assets, Debit Cash and Credit 
Realisation Account with the sale proceeds. 

(4) If any asset is taken over by a partner, Debit the part¬ 
ner’s Capital Account with the agreed value of the asset 
taken over and Credit the Realisation Account. 



325 


(5) Credit cash and Debit Realisation Account with the 
expenses of winding up. 

(6) Debit Realisation Account and Credit Cash with the 
amount paid for the liabilities. 

(7) Balance the Realisation Account and transfer the profit 
or loss as the case may be, to the partners'Capital Accounts 

^ in their profit sharing ratio. If the Capital Account of 

, any partner shows a debit balance, that partner must 
bring in cash to repay his indebtedness to the firm; 
Debit cash,—Credit the partner’s Capital Account. If 
that partner has a Doan Account, the deficiency may be 
made good by transfer from Doan Account to his 
Capital Account. 

(8) Pay off Partners’ I.,oaiis ; Debit Doan Account and 
Credit Cash. 

(9) The credit balance in the partners’ Capital Accounts 
will now be equal to the cash. Pay off the partners* 
Capilsils; Debit Capital Accounts and Credit Cash. 

It is to be noted that the (question of profit sharing ratio 
^'loes not arise at this stage any more. Profits have been shared 
irom the realisation. Now it is the question of refund of 
the Capitals wliich is represented by the cash. 

Various kinds of situation may arise in dissolution depending 
upon the financial position of the firm and of the partners them¬ 
selves, viz.— 

{a) There may be ppfits on realisation. 

(6) There may be loss on realisation. 

(c) There may be loss on realisation necessitating the partners 
bringing in cash'to meet the deficit and so enabling the 
creditors to be paid in full. 

{d) There may be loss on realisation, some partners being 
solvent, some* insolvent. 

{e) There may be a loss on realisation, all the partners being 
insolvent, the creditors being paid a dividend. 

Also, realisation does not necessarily mean that all the assets 
are sold outright for cash to outsiders. At agreed valuation, 
partners themselves may take over some of the assets. Again, 
it is possible that one of the partners may take over the busi¬ 
ness with the object of carrying on imder the old firm name. 





In hiicli case lie must, of couise, pay for the goodwill which shall 
be valued according to the terms of the Partnership Deed. 
If the Deed is silent on this point the partner must value 
(ioodwill by agreement between them. A Goodwill Account 
will be opened ami debited with the agreed value, the partners’ 
capital Accoimts being credited with their respective shares. 
The Cioodwill Account will then be closed by transfer to the*- 
Realisation Account. The imrchashing partner’s Capital 
Account will be debited and the Realisation Account credited 
with the value of the (goodwill. 

When the business is taken over by a biinited Comjiany, 
the value of Goodwill - if any, will be included in the purchase 
consideration agreed upon The Purchasing Com])any will be 
debited with the total ])un'hase consideration (inclusive of 
Goodwill) and the Realisation Account will be credited wdth 
like amount. 


» 

Profit on Realisation 


Example : 

Jadu, Madhu and Hari are in i)artnershi]) sharing ])rotits 
and loses, two-fifths, two-fifths and one-fifth respectively. The 
Balance Sheet on the date of dissolution is as follows ; 


Inabilities 
Sundry creditors 
Capital Accounts 
Jadu 
Madhu 
Hari — 


Rs. ai p, 

' -4,700 0 o' 

I 12,000 0 J 

' s,ooo (j o; 
r>.ooo o! 0 

, I 

20,7(t0| o' 0 


Assets 

Cash' 

vSundry Debtors 
Stock 

h'uniitiire & 
Fittings 


Rs. a 

P 

760 0 

0 

16,400 0 

0 

11,140 0 

0 

1,400 0 

0 

20,700 0 

0 


r 


The I'urnitnre & Fittings realise, Rs. 1,300; Stock is sold for 
Rs. 12,3tM>; Rs, 300 is allowed as discount to Debtors. Expenses 
of winding up Rs. 100. 

Give Journal Entries, Realisation Account, and the Capital 
Accounts. 



327 

Journal 


Realisation Account I 

To Sundry Debtors 
„ Stock 

„ Furniture & Fittings 
Being the tninsfor of assets to Realisation 
Account. 


Sundry Creditors 1 

To Rooli'i.itKm Account 
Being the tiansior ot Sundry Creditors to 
idealisation Account. 


Cash 1 

To Realisation A* count 
Being thi sale piocecds of ,i>,v.ets as jier detail. 
Sundrj Dilitois Iti.lOd 

Stoik 12,3110 

Fnnnture & Killings 1,300 

21»,7«0 

Rf‘alisatioii Anouiil * I 

To Cash 

Being the {in^inint ol >sundi\ Cieditois 


Realisation Ac< oiinl I: 

To Cush 

lleahsation K\jh uses paid 

Rc'ulisatioii V(count 1) 

To .Jtwlu’s ('.i])ital Account 
„ Vradhu’s ('apital A'count 
,, Han’s (’apilal Account 
Being transfer of proht tci the jiarlmn*’ 
Capital Accounts in thou })Tofil shaimg latio. 


2 750 0 0 


22 

m 

HE 
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Cash Book. 


To Balance 
' „ Beaiiflation A/t. 


Rs. a I 
760 0 
29,790 Oj 


30,550 0. 0 


By Realisation A/c 
„ Creditors paid 
„ Expenses 
„ Jadu—Refund 
of capital 
„ Madhii „ 

„ Ban „ 


Rs. 1 

la 

p 

4,700i 


0 

lOOi 

1 0 

0 

12,300 

0 

0 

8,300 

0 

0 

5,150 

0 

0 

30,550 

0 

0 


J adu—Ca])ital Account. 


1 ' 

1 Rs. 1 1 p 

lie. 

a 

To Cush 

12,3(M)i 0 0 Bv BaUnci 

12.(H)0 

0 

' 1 „ Realisation A/i. 



1 ^ slnfpofprofd 

1 300 

0 


12,300, 0 0 

1 1 1 

j 12,300 

0 


To Cash 



Madhu—Caiiital Account. 


Rh. I a 'p 
8.300 01 0 


8.300 0, 0, 


Rs. |a p 

By Balance 8,000 Oj 0 

„ Realisation A/c. i , 

shore of profit i 300' 0 0 


8,3(K), 0 


0 


Ilari —Capital Account. 



1 

Rs. a ip 


Rs. ’ 

1 1 

a p 

To ('nsh 

1 5.150 0 o' 

B\ Balan'c 

5.0001 

1 0 0 



,. Realisation A/c. 

1 

1 

1 

, _ 

share of profit 

Ij 150| 

oj 0 

J 

1 

jj 5,150 o' oj 


'' 5,150 

'1 

0 (1 

1 


Example : 

Madan and Naren are partners faring profits and 
losses in the ratio of 3 : 2 :1. Their Balance Sheet as at 31st 
December 1946 was as follows :— 





Liabilities. 


X. 


Assets. 


1 


Sundry Creditors 

Loan on mortgage 

Outstanding Ex¬ 
penses 

(reiieral Reser\e 


Capital Accounts 
Rs 

Lalit 8,000 - 
Madan 6,000 
Naren .‘J,000/- 


0,000 0 0| Goodwill 

I Land & Building 
6 000 0 0 Furniture & 
Fittings 
Investments 

1,000 0 0 1 Sundry Debtois 
I 4,000/- 

4,500 0 0. Less Reserve 
I for Bad Debts 
200 /- 

Stock-iii-Trade 


17,000 0 ol' Cash 


57,500 0 0 


soool 0 0 

13,0001 0 0 


2,000 0 
700 0 


0 

0 


I 


OC 

O 

o 

0 

0 

12,000 

1 

0 

0 

1,000 

0 

1 

0 

37,500 

0 

0 


The partners agree to dissolve the tirni The assets realised 
the following amount, Book Debts—Rs 3,000, Stock Rs 18,000, 
Furniture and Fittings Rs 2,500 

Lalit agreed to purchase the hrm name and the Goodwill 
foi Rs 10,000 

Sundry creditors weje paid in full settlement Rs 8,60< 

Land and Bmldmg was taken over by Madan at an agreed 
valuation ot Rs 14,000, subject to the loan on mortgage, 
with the consent of thef mortgagee 

The Investments were taken over by Naren at the maiket 
pnee of Rs. 50) 

One month’s esfablishment Rs 650 accrued due dunng the 
period of windmg up A contingent l^^bihty actuaUsed—Rs. 100, 
and the expenses of Iniuidation amounted to Rs 250 
Close the books of the firm 





Jourual 


RealiHation Account Dr 

To Guodwitl 

ivand & Kuildintr 
„ P'umitiiro A I itliiign 
„ InvosliTK rits 
„ bundi^ Dobtor*. 

„ Stof k in Tiftili 

JBoing tranHfcr o< asstts to K(alisu(ioii 
Acooiint at bonk valuts 

Sundry (loditors Dr 

Loivu on mort^ag' 

Outrttanding Lxpi'nnos 

Kosoivo lot IJad and Doubtful D< ltt‘< 

To Hoi lisalion At fount 

Bomg transli I ot liiliilitios to tlu Hi ilisitiun 
At count 

(’anh Dr 

To Koali'tiMitiii At tount 
Bt'iiig nnitiiint rtitivt'tl on Salt of ihm is is 
mult r 

butidrv Dtbtois .{Otitt t) 0 


Rs. a p 
36,7(X> 0 0 


Mot k 

I limit iiio & 
bitting 


i:t.(KH) 0 t) 
i.-iOO 0 t) 


I<<ilit’'i C npitul At < oimt J 

Madan’s Capital Aotount 
Nnnni'H ('apital At count 
To Ro Ui<<at]f>n At fount 
ilifMTig tho \ alut fd Goofla ill. Laiui and Bull 
flmg and [mcHtmontb taken ocu by tht 
^lartm is 

Rt alis,i,t 11)11 At (ount 1 

To MadaiiN Cipit il Actount 
Being the nioitgage takon o\er by Madan 

Realisation At (mint 1 

To Cash 

Being payment of Ciiditois md Outst ind 
mg Expenses 

Realisation At lount 1 ' 

To (’ash 

Bottig payment of t xpeiist s 11/ 

EstabJishmont .)"•(• 

Othtr expenses JTO/ 

Coulingtnt Liabilitv ItK) 

Goneriii Reserit H 

To Lalit's t'apital Aeeoiinl 
,, Madan's „ „ 

„ Iiiaren’s „ „ 

Being transfer of General Reserve to partners’ 
Capital Aet onnts. 


‘1,(100 0 0 
«,0(K» 0 0 
l.(K)0 0 0 
2(K» 0 0 


I8,")00 0 0 


lO.tMK) 0 0 
14,000 0 0 
oOO 0 0 


i>,0(K) 0 0 


0,600 0 0 


9(K) 0 0 


4,500 0 0 


Bs. a jp 

5,000 0 0 
13,000 0 0 
2,0<X) 0 0 
7(X) 0 0 
4,000 0 0 
12,000 0 o' 


16.200 0 0 


18,500 0 0 


24,600 0 0 


6,000 0 0 


9,600 0 0 


900 0 0 


2,*250 0 0 
1,500 O 0 
750 0| 0 


m 


Brlmtion Account I>r 

To Laht’a Capital Aiiuuiit 
, Madon’b , „ 

„ Nartn’" , 

B( mg tiaa*tfoi ot sh iic ot pioht 


Cipitnl L>i 

Madau’i , 

N mn*s 

To ( ihh 

Kdng wi*hdi i«i*ls l)\ piitiuiN tin Imlanit'i 
stdiidina to tiu 11 on Ut _ 

Realisation Account 


j.otK) 0 0 


3.000 

2,000 

1,000 


0 

0 

0 


0 

0 

0 


1 , 2)0 0 0 
1,')00 0 0 
1 2'>0 0 0 


O.OOt) 


0 | 0 

I 



Ks 

s 

p 


Hs 

la 

jp 

To Siuuli V 




M\ Suiiiliv laabdi 


I 


transfi n< il 

«) 7(M) 

0 

0 

I tu s traiisloiM d 

10,2<K) 

0 

0 

„ ( ash (ndilors 




( ish assets 



1 

piid 

S (>00 

0 

0 

loaliHf d. 




, , Outstanding 




1)( htois 

{,0(M)| 0 

0 

( \jMlists }iiid 


0 

0 

St in li 

11,0(M) 

0 

0 

Madan s ( ipit il 




1 luintuii tV 




\<iount Moilgigi 

• 



1 it tings 

2,)00| 

0 

tikiii <>\( I 

0 (KMJ 

0 

0 




1 

( Ihh Jj\pi lists 




Ijdit s ( ipit d 



1 

|ind 

2 lO 

0 

0 

\<(OUIlt 








(lOoduill t ikl I) 




Lst ihlishmtnf 

>)0 

0 

0 

ovt r 

10,0(H) 

0 

0 

, „ C out instill lai 



1 

M ui III s 




biliU piitl 

100 

0 

1 

L mil 4 Build 







1 

I 

mg takt 11 ov ur 

lt,(KM) 


0 




1 

\tic 11 s 


0| 






hut stmt Ills 







1 

1 ikt M ovt 1 

lyo 



„ ( ([111 d 4t<oiiuts 








ptoht tmnsfont d 



1 





Uht 1000 








\ImUii 2 000 






1 


]!sai( 11 1 00(i 

() 0(MJ 

0 

0 






iy^2(IO 

0 

0 


r>«,200 

0 

1 ^ 


• Cash Rook 



* Jib a p 

Jo Bvli'Kt 

1 000 0 0 

„ iieali(>stion \ t 


„ Debtors n aiist d 

I.IMH) 0 0 

„ btork „ • 

1 {(M)0 0 0 

„ 1 umituro & 1 lit 


mgs n dihtd 

2,300 0 0 


19,500l 0 


1 

. 1 

Ub 

a 

13 

Bv 111 alisation \ t 




1 » 

( roditois pud I 

S,(}00 

0 

0 

1 » 

Out sti riding 




1 

Fkp 

1,<HM) 

0 

0 

9» 

Kstablishriu nt 

330 

0 

0 

(1 ** 

Kxptnsos 

230 

0 

0 

ff 

( ontinpint 





liibi)it\ 

100 

0 

0 

f> 

1 lilt -Capital 


i 

1 


A^c 

3,2oO 

0 

0 


Matlan Capital 




A/c 

1,3«X> 

0 

0 

9f 

\aipn-1 apital 





4/c 

4,250 

0 

0 



I9,COO 

1 

0 

1 

0 


0 
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lyOlit Capital Account 

Rh. ,u. p. I Ra. a.|p> 

To Realisution Account ' ' I By Balance 8,000 0 0 

Goodwill 10,0<>0 0 Oil „ Gcneial lieseive— i | 

If Cash 0 0 transfer I 2,250 0 0 

j J-O^ahuation Aciount I 

ptoht 3,000 0 0 

0 0 13,230 ojo ' 


Madan Capital Account 


IIh. .1 p 

To Realisation Afpouut 

laind and Building 14,000 0 0 
„ CaHh 1,300 0 0 


13.300 0 0 


ii\ Balaiiie 
, Gf IK lal Kesei ve 
tiansti r 

Ilealisatnm Acdiuiil 
- jirolit 
„ Mortgage 


Rs. la. 

I 6,000 0 

1,500 0 

1 2,000 0 
6,000 0 

-1- 

' 13,500 0 


P- 

0 

0 

0 

0 

0 


Naren Capital Account 


TO R<‘alis,itiuii AMiiiinl 
Investments 
„ Gash 


300 0 0 < 
1,230 0 0 

4,730 0| 0 


Rv I’xil.uiie . 3 ,(KM) 0 0 

,, (t« iieral Reserve — I | 

ti.inxfei 750 0 0 

„ Rt.ilisation Account I 

jirofat 1,000 0 | 0 

• ^ I 4,750 0 | 0 


I 


Sometimes the student nia> find it a little difficult to tackle 
the problem when the Balance Sheet as on the date of dissolution 
is not given. Such questions only test whether the student 
has clear conception of his business in dissolution. A little 
study of the problem will make it quite clear that tliere are enough 
data available fiom which the total assets (or the net assets) 
on the d.ite of dissolution maj be worked out. It sliould be 
remembered that the net assets and the amount for which those 
are disposed of are the informations necessary for ascertaining 
the profit or loss on realisation For the rest we have the method 
as shown above. 





Example: 

A and B were in partnership which they agreed to dissolve. 
The assets realised Rs. 1,06,000. 

The liabilities were as follows :—Sundry Creditors Rs. 46,000 ; 
Loan from B, Rs. 15,000 ; Capital A, Rs. 20,000 ; B. Rs. 10,000. 
Close the Books of the firm. 

The total'assets are equal to the liabilities including the 
Capital. It comes to Rs. 90,000. 


Realisation Account 


I I Ks. ' ap 

To yundry abaete 

' Transferred iKi,(KK) 0 0 

,. Oasili—creditors 
, paid 0 0 

Capital Accounts— 
profits transferred. 

A- Rs 7,.’i00/- 

R— „ 7,r>0()/. 15,(K)0 0 0 


l,fi(),000 0 0 


By Sundry creditors 
'rranslorred 

„ {’ash 


Ks. 

4r>.ooo 
1,(>5,000! o! 


1,50.000 


Cash Book 


I Ks. d p 

To Realisation Ac- ^ 

count—assets rua- I 1,U5,0(K) 0, 0 

lised 


10,6,000 0 0 



Rs. 1 

tt IP 

By lioalisation Ac¬ 


a 


count—crotli- 

1 

i 


turs psid 

46,000 

0 

c 

., B—Loan rcjiaid 

16,000 

0 

t 

„ A -Capital re¬ 

• 

1 


turned 

' 27,500 

0 

( 

„ B—(^pital ro- 


1 1 


tumerl 

17,600 


( 


1,06,000 

>' 

( 


B—^L/oaii Account 


To Cash 


To Cash 


Rs. A P I I 

15.000 0 0| ' By Balance 


Rs. 

15,0001 


0 


A—Capital Account 


Rs. 

27,500 

a p 

0 0 

1 

^ By Balance 
j „ Realisation A/c. 

1 i 

Rs. 

20,000 

7,600 

»' I 
0 ( 
0 ( 

_1 

27,600 

_© 1 

o 1 

1 1 
i ! 

27.600 

00 


1 

1 1. 


^ } 





To ( ash 


B—Ccii>ital Account 

Ks a jp f I 

n/iOO 0, 0 liy Balance 


Rs 

a p 

10,000 

0 0 

7,500 

0 0 

F' 

ill 

o| 0 


I 0 0 ' __ 17.500| o| ( 

In some crises it l>ec()n)es necessary to write up the Capital 
Accounts of tht p.iitiiers for some } eais to arrive at the iiosition as 
on the date of dissolution 

Example 

Ramiidth and Suraj enlcitd into partnership on 1 January 
1{)45 with capitals r>f Rs (J.OOO and Ks 8,00(1 respectively 
to share piolits and losses as one third and two-thirds The 
net trading; lesults for the \ ears 1045, I <)4r> and 1047 w ere Rs 1,500 
(loss), Rs 5,000 (profits) and Rs 4,500 (proht) resjiectively 
and they diew Rs 100 and Rs 200 per month 

On I J.inuar\ 1048, the jiartnership was dissolved, t>uraj 
bu>ing; o\er Kaninallis interest His share ot tioodwall was 
valued at Rs 5,000 

Write uj) the necessarv hedger Accounts 


Ramnatli Capital Account 


ISW) 1 

1 

Us a p iOlo 


Doc 31 

'IVi Dt,iwu)(]!‘' 

1,200 0 

0 tlaii 1 

Uj ( asli 


., Share of lo<^s 

'»00 0 

0 



„ Balance ■ il 

4,;{00j 0 

0 




6.000 0 

0 


1046 



1016 


l)«-c 31 

lo Drawings 

1 2(K) 0 

0 ,1.ui 1 

U\ Kalaiico !• cl 

«» 9f 

„ BaUinit «/<! 

4 UK) 0 

0 Dec 31 

, Share e>f proht 



5300 0 

0 


1647 



1047 


Doc 31 

'Jo DraainiTB 

i .HKt 0 

0 Jan 1 

1>> Biilau e b/d 


„ BuUmi ( cl 

t.4{K» 0 

< 

0 Dec 31 

. Share of proht 



>,6lK> 0 

0 


1048 



1048 


Jan. 1 

T 0 C.U 1 

7,400 0 

0 Jau J 

By Balaneu b/ d 





„ Koalisation A/c. 



7.400 0 
» 

0 



Rs. fi p 
(>,000 0 0 


6,000 0| 0 

4,300 0 0 
1,000 0 0 


5,300 0 0 


4,100 0 0 
1,500 0 


6,600| 0, 0 


4,400 0 0 
3,000 0 0 


7,400 o' 0 
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1945 
)ec 31 

To Drawings 

9t 

„ Share of loss 

»» 

„ Balance c 

194b 
,lec 31 

To Drawings 

M l» 

Balanoe c 

l‘»47 
>0 31 

Jo Drawings 

9f 

, Balanrt i 

1948 
Fan 1 

To Realisation 


Sura}—Capital Account 


Rs a p 1945 
2,400 0 OJan 1 By Cash 
1,000 0 0 
4,600 0 

8,000 0 , 0 


Account 


1948 

Fan 1 To Sundry Assets 
transfpiTod 
„ Capital A/c — 

I Ramnath 300(]^ 

I Suraj 6000/ 


1948 

Fen 1 To Suraj 


Rs. a p 

8,000 0 0 


8 000, 0l 0 


2,400 0 0 lau 1 

B^ Balance h d 

4 600 

4,200 0 0 Jlec 11 

, Share of profit 

2 ,000[ 

1 

6,600 0 0 


b,6(K>j 

1947 



2 4tH» 0 0 .Ian » 

B\ balance h d 

4 2(M)| 

4,WK» ul 0 D« t 31 

1 

Share oi profit 

3,t)00| 

1 

. 7 200 0 0 


7,20oj 

1948 



Jin 1 

B\ Halaiui 

( 800 

iS2(KI 0 0 

Kpahsation 



A(( oiint 

6 (KM) 


( isli 

7 «)0 

18,200 0 0 


18,200 

Realisation \ccount 

• 

1 t P I 


Its. 

1 19J8 



1 1 

By Suraj (apital 


F 9,200 o' 0 

Ac (oiint 

18,2(K> 

1 

9,000 0 0 



18,200 0 0 

1 


18,200 

• 

CaslijBook 



Ks a n || 


Rb I 

|l948 



7,400 0 0 Jan 1 

1 1 
1 III 

By liamnath 

7,400 

! 



«>t>U 


Loss on Reallsatton 


Example : 

A, B and C are partners, sharing profits and losses in the 
proportion 1/2, 3/lOths and l/5th respectively. The Balance 
Sheet on the date of di.ssolution is given below. 


Liabilities 

Ks. 1 

a' p 

Assets. 

Rs. 

Capital Accounts 

1 


h'reehold profierty ; 

5,000 

A— Rs. 6000 



Plant & Machinery 

2,000 

B ,, :iooo 

1 


Investments 

:j,ooo 

C-- ,. 2000 

1 10,000 

0 Oi 

Stock-in-Trade 

1,600 

— 


1 

Debtors 

2,500 

Current Accounts 



Cash 

1 2,500 

A- - Rs. 250 





B-- ,, 150 



1 


C ~ „ 100 

500 

Oj 0 



B. Loan Account 

2,000 

0 0 

1 

i 


Creditors 

1,600 

0. 0 

1 


Bills Payable 

2,600 

o' 0 


i 

« 

' 16,500 

0 0 


16,500 


ai P 
0 ! 0 
0 0 
O' 0 


0 

0 


0 ' 0 


0 0 


A took over the IMaiit & Machinerj’^ at an agreed valuation 
of Rs. 1,600 and !> took over the Investments valued at Rs. 2,000. 

The remaining assets realised as follows^. 

i'reehold Pro])erty .. Rs. 4,000 

Stock .. ,, 1,000 

Debtors .. 2,000 

'rhc Creditors and tlie Bills Payable were paid in full. 

Show the Realisation Account, the Cash Book and the partners’ 
Capital Accounts. 








Realisation 

Account 



■ . Re.! 

a pj.' 

y 

: Ra.' 

'•Tp 

1 To Sundry Assote 1 

If 

i 

j By Creditors— 

1 


, transferred 14,000! 

0 Oil 

transfern d 

1,6C0 

0 0 

Cash— 

j 

„ Bills Payable— 

1 


CeditoTs Paid 1.5001 0 0' 

transfer^ 

2,600 

0 0 

Bills Payable Paid 2.5001 0 01 

•„ Cash—assets 




1 

realised 



1 


Freehold 



' 


Property 

4,000 

0 0 


1 

Stock 

1,000 

0 0 

1 


Debtors 

; 2,000 

0 0 



„ A —Capital A/c 



i . 


Plant and 

. 


i > 

1 

.Machinery 

i 




taken ovur 

; 1,600 

0 0 


1 

„ B—Capital A/c 


1 

1 


j 

Invostment 


1 

. 

: 1 

taken over 

' 2,000 

Oj 0 


! i 

„ Loss on 


1 

1 


1 1 

1 ' 

Realisation 


1 

• 

1 

A'h Share ^ 


I 

1 



1750/. 

1 

1 

I 


, 

B’s Sharo 3/10 





1060/. 





C’s Share 1/6 




• I 

700/. 

1 3,600 

0 0 

18,0001 

0 (» 


! 18,000 

1 

1 o 

’IV 




1 

J 

• 

1. L. 

Cash Book 



i Ra 

1 ' 

» P 


Rs 

a p 

ITo Balance ^ 2,500 

0 O' 

'By Realisation A/c. 



! „ Realisation A/c. 

I 

Creditors paid 

i,6oo; 0 0 

1 Ptoehold Property 4,000 

o' 0. 

Bills Payable paid 

i 2,.500; 0 0 

Stock 1,000 

0 0 

„ B’b Loan A/c. 

: 2,000 

! 0 0 

Debtors 2,000 

0 0 

■ „ A’s Capital A/c. 

. 2,000 

> 0 0 

• 


■ „ B’s Capital A/c. 

1 lOOj 0 0 



„ C’s Capital A/c. 

: 1,4(H>I 0 0 

9,600 

0 o: 

___li 

i 

; 9,50(1 

I 

flTl 
1 ol 



t 

1 

1 

; 

lL 

B—] 

• 

ItOaxL Account 










A—Capital Account 


I Kh a {) 

To HoaliHation A/c. I i 

„ Plant & Mar-hnuri(‘H - 1,500 0 0 

Lof-s • 1,750 0 (» 

Cash a,(M)0 0 0 

5,250 0 0 


lly Balance 
„ Current Account 
(transferred) 


Ks 


*. P 


5,000 0 0 

I I 

250 0, 0 

_ I ' 


5 250 0 0 


IJ - Ca])ital Account 


1 

Rs 

.1 

p 


'To Rioalination A/*. 




Invchtmcnts 

2,(KK) 

0 

0 

By l<alan(e 

,, ,, ,, IjOHs 

1,050 

0 

t) 

., Current A/ < 

„ C’liwh 

100 

0 

0 

(transferred! 


3,150 

0 

o( 



Hs a p 

I I 

3,000 0, 0 
150 oj 0 

3,150 0 0 


C Capital Account 


Rb a p 

To Realisation A/i 

- liitBs 700 0 0 

.. C.i'.h 1.400 0 0 

2,100 0| U 


By Balance 
„ Current A/c. 
(dKnsfcirwl) 


Bs I a p 
2,000 0 0 
100 o' 0 
2,100 0 . 0 


Profit on Realisation : Debit balance in partner's Capital 
Account—Bringing in Cash to meet the deficit. 


Example ; 

The Balance Sheet of A, B and C who are sharing profits in 
the proportion of |, 3/8ths and l/8th respectively is given below. 
They agree to wind up their business. 



3.10 

Balance .Sheet 


Liabilitich 

1 Rs > a 1 

P 

Assets 


Rs j 

a 1 

p 

Creditorb 

1 1 

0 > 

o' 

Plant & .Marhnier> 



\ 

0 

0 

Jfachinerv J>ei)ivctatioti 


Debtors 



\ 

j 


Fund 

2 ,(KH) 0 

0 

IjCss Reserve lor 





Capital Acconiitb- 

1 


Bad Debt" 

000 /- 

r>,ooo; 

O' 

0 

A 

10 ,000/. 1 1 


Stock ni-Tiado 

_ 

0 ,000' 

0, 

0 

IS 

8 ,(K)0/- 18,lKK» 0 

0 

Cash at Bank 


2,.'iO0 

o' 

0 


— , 1 ' 


C*H ('apital Aceouni 


1 

1 

1 





(Debit Ball IK () 


.^)00 

0 

0 


'24,000 0 

0 



24,0(!U 


0 


A lakes over Plant ik Machinery at Ks O.liOO , Debtors and 
Stock realise Rs. J0,ri()0 , Creditors are paid oh at a discount 
of 5 per cent. The expenses of realisation amounted to Rs. 100. 

Show the Realisation Account, the Cajutal .\cc(»unts and the 
Cash Book, ' 


Realisation Account 


To Sundry AHhots 
transfon'wl 


(iS .b p 

I 

a 0 


I 


I 


„ (’abh—fTwlitors 
paid 

„ „ rxiJPUHOH })aid 

„ Profit transforrod to 
lapital Accounts 

A- 1/2 Shaio 4007* 
li—»/*< .. - 

{' - 1 ■'8 IQd - 


;{,Hoo 

100 


800 

26 ,:tOo! 


0 0 
0 0 


0 0 
0 0 


1 


msiito;s ti.ms 
li'i'ind 

„ Pad l)cl)t*. Ko«»crvo 
Machinery l)('i>rc- 
c latipn J'’imd 
lian'cfcrrcd 
„ A’h Cafntal A/c. 
Plant & Machiuor\ 
t.ik<‘n over, 

,, (’ahIi Stoc k & 
l)(‘litors- rccalisod 


Ks up 

•I.WM) 0 0 
• fi(MI 0 0 

2,0<M) 0 0 

9,2(K) 0 0 
IO,r>(K» 0| 0 


I____ __ 

' ()' 0 




■To Balance 
' „ Koalisation A/c. 
' Assets realised 
I „ C—Capital A/c. 


Cash Book 




Rs. 

2,.'i00 

s'p 
0, 0 

By Kealisotion A/c. 

Rs. 

a 

p 

1 

creditors jiaid 

:i,8oo 

0 

0 

10,600 

0, 0 

„ „ oxponsoH 

100 

0 

0 

400 

o' 0 

„ A’s Capitel A/e. 

1,200 

0 

0 


1 

J 

^ „ B s ,, ,, 

8,300 

0 

_ 

0 

13,400 

01 0 

1 


13,400 

0 

0 



940 


A—Capital Account 


'To Realiisatioa A/o. 
I ,, Cash 


Rs I a pi ' 

9,200j 0 0' By Balance 

1,200 01 01 „ Realisation A/c. 


10,400, 0 0 


Be I a p 
10.000 0 0 
400| 0 0 


10.400j 0 0 


B - Capital Account 



Rs 1 a p 


Ra 

a p 

To Cash 

1 0 0 

By Balance 

8,000 

0, 0 



„ Rpulisution A 1 . 

200 

0 0 


0 0 

• 

8,300 

1 

1 1 

0 0 

1 


C Capital 

Account 




1 1 u p 

• 

llh 

a p 

To Bulan* (* 

' ')(K» 0 0 

Bv Rcalisatum A/<. 

100 0 0 


1 

_J J_ 

, ('.ish 

4001 

1 O' 0 

1 

,500 0| (»! 

1 1 


500 

r 

0 0 


If a partner’s Capital Account shows a debit balance, he has 
to bring in cash to make up the deficiency. In the case C has 
to bring in Rs 400 in Casli 

Loss on Realisation . Some partners being jlolvent, some insolvent. 

We have seen that when on realisation some partner’s Capital 
Account shows a debit balance, he has to bring in cash to make 
good the deticiency. A very comiilicated situation arises if that 
partner becomes insolvent, that is, if he is unable to bring in the cash 
to put right his Capital Account It should be observed that 
the insolvency of the partner causes an additional loss to the 
solvent partners. There is, firstly, the loss on realisation, and 
secondly, there is the loss due to the insolvency of a partner. 

It was never noticed before that the two loses were of entirely 
different nature till it was observed by Mr. Justice Joyce in the 
famous English case Garner Vs Murray. Formerly both these 
losses viz., loss on realisation and loss caused by the insolvency 
of a partner were borne by the solvent partners in the ratio in 
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which they shared profits and losses. But the ruUng given by 
Mr. Justice Joyce in the above case was “that the solvent part¬ 
ners were only liable to make good their share of deficiency, 
and that the remaining assets should be divided among them in 
proportion to their capitals.” In other words, the loss on rea¬ 
lisation is to be iJiared by all the partners (including tlie insolvent 
partner) in their profit sharing ratio and the loss due to the insol¬ 
vency of a partner is to be borne by the solvent partners in pro¬ 
portion to their capitals. 

The facts of the case, in brief, are given below. 

Gamer, Murray and Wilkins were partners. They contributed 
capitals unequally but shared profits equally. On dissolution, 
the assets realised suftlcieut to pay the creditors. The two 
partners’ advances were also paid. But there was not sufficient 
cash to repay the capitals of the partners. The position, appro¬ 
ximately was this— • 


Balance Sheet 


liabilities £ s d i Assets 

1 

s 

“d 

Capital Acounts ;— 1 Cash 

, 1,925 

0 

0 

Gamer 2,500 0 0 Wilkins—(over- 


1 


Murray 300 0 0 drawn) 

245 

0 

0 

1 Deficiency 

63t) 

0 

0 

2,800 0 0 1 

. J 

i 2,8iK) 

1 

0 

0 


Wilkins was insolvent and was unable to bring in anything. 
So, in any event, the ‘total loss the solvent partners had to bear 
was £630-|-£24 i, i.e., £>ilo. The question arose how much 
of this £875 was to be borne by Garner and how much by Murray. 
To say the same thing, how was the ca.sh £1,025 to be divided 
^ between them ? » 

Mr. Justice Joyce held that a distinction must be made between 
' loss on realisation or ordinary trading loss and the loss due to 
default of a partner. Provided outside creditors have been paid 
the liability of each partner is limited to making good his share 
of deficiency. The assets then remaining will be taken by the 
solvent partners in proportion to their capitals. 
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Frevioub to this case the total loss viz., £876 v^ouM have 
been shared by the solvent partners in the ratio in which they 
were sharing profit, in this case half and half. So the position 
would be, stage by stage, as— 


liabilities 

' 1* 

s 

d 

Assets 

£ 

s , 


Capital Accounts 




Cash 

1,92.') 

0 

0 

Gamer 

2,r>oo 

0 

0 

W ilkins 








(ov'erdrawn) 

245 

0 

0 

Murray 

300 

0 

0 

Share of Deficiency 








Gamer 210,- 








Mtinay 210 - 


1 

i 





Wilkins 210 - 

630 

0 

0 


2,S00 

0 

0 


2,S00' 

0 

0 


After transfeiring the share of (klKiciic\ to the partners' 


Capital Accounts, 

the ])()sition 

becomes 




liabilities 

1 £ 

s 

d 

Asse ts 

£ 

s 

d 

Capitel Accounts 

1 



Cash 

1,925 

0 

0 

Gamei 

2,200 

n 

0 

Wilkin s 

455 

0 

0 

Muira\ 

1 0(1 

0 

0 

1 

1 

1 

1 

1 




2 3S() 

0 



_i 

2 3So' 

0 

0 


Now, Wilkins being msohent the los (4.").') would be shared 
by (iamer and Murray e<[ualh Debiting the solvent partners 
capital accounts with £227-l(> each the positu n would be. 

Gamer’s Capital Account £i,o«2-lo ciedit balance 

Murray’s Capital Account U37-10 debit balance 

Murray must bung m cash to put nght his capital account 
The total cash then available would be £1,925-|-£l37-10= 
£2062*10 which amount would be paid to Gamer as return of 
his capital. 



ti4d 


AppUeation o! the rule laid down in Gamer Vs Murray : 

"The solvent partners are liable to make good their share of 
the deficiency" has been interpreted as meaning that the 
solvent partners are to bring in cash to meet the share of the loss 
on realisation. It may be noted that it makes no difference to 
the ultimate result whether the solvent partners actually bring 
in the cash or their share of loss on realisation are just brought 
into account, i.e,, adjusted in their capital accounts. 

Assuming that the solvent partners do bring in the cash, the 
position becomes tliis 

Cash £1,025+£2U)4-£210- £2.345 
Wilkins £245-|-£210_£4r>5. 


• Balance Sheet 

liabilities 
Capital Accounts 
Garner 
Murray 

I _ 

' 2,80()j 0 0 


£ s (1 Assets 

Cash 

2,500 0 0 Wilkins 
300 0 0 


2,345i 0 
465! 0 


d 

0 

0 


2,80« 


0 ! 


0 


Now, the solvent partners will .share the cash as well as bear 
the loss due to Wilkinji* insolvency in the proportion their 
capitals i.e., in the ratio of 2,500 * 300. 


Partners * Receive 

o tinn 

Gamer of £2,345-=£2,093-15 

2,o00 " ^ ’ 

Murray of f2,34S=.f2fll-5 


I hose 

i^’‘’*^V£455=£406.6 
2,800 ^ * 

of£465=£48.16 
'2,800 ' * 


If, instead of the solvent partners bringing in cash to make good 
their share of deficiency, the loss on realisation was brought into 
account by adjustment in their capital accounts, the position 
would be 
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2500 

Gamer—Share of Wilkin’s deficiency of £4t55^£AWy-t> 

Murray—Share of Wilkin's deficiency * 2 Ji(jo £455=:£48-15 


Cianner—-Capital Account 
a h <i 


£ ad 


'To Lobh on R<*ftli8ation 210 0 0 Ity Balance 2,500 0 0 

„ Wilkiri’a Capital A/c 40(S 5 0 

Caah 1 .«k:j15 o , 


2,r»(X) o 0 


2,500 0 


0 


Murray Ca])ital Account 


£ •< (1 

To Loan on I’c ills if ion 210 0 '• 

„ WilkinV ('upitul A/c. 4S 1.5 (t 

„ f'll'll! tl 5 ff 

:)00 0 0 


Mv 111 III nee 


£ s d 
:ioO| 0 0 


I 

500 0 0 


Wilkiii’^^ Capital Account 


{ To Balnneo 

t* on Realisation 

i • 


I 


£ s ,1 I 

24.5 ') ti 1{> Gjnier r.»( it.il 'c. 

210 0 If „ Miirr.u 

4.5.5 0 


I 


£ h 

406 5 
46 15 


fi 

0 

0 


4.>5 0|0 

I 


It may be observed that by makin>» good their share of loss 
by bringing in casli. Ibirncr took back the amount brought in 
i.e., ill all /2,tMK!-ir). ‘‘ 

And Murray took back £210 {-£41-0 . in all £251-5. So 
making good the share of loss by bringing jn cash does not make 
the slightest difference in the sharing of the cash by the solvent 
partners 

May it be noted here tliat by the a])] flic,at ion of the niling 
ill the cii'se. 

Garner gets * £ 1,883-15 

Murray gets 41-5 

£ i,92'5“o 


Under the method followed prexiously (as illustrated above), 
Murray has to bring in £137-10, which amount along with 
£1,925 goes to Gamer, 
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The distinction drawn by Mr. Justice Joyce between the loss 
on realisation and the loss caused by the insolvency of a partner 
took the accountancy profession by surprise and it gave rise to 
lot of controversy which still seems to be raging. But the ruling, 
now about half a century old, has not yet been reversed by any 
court w'hether English or Indian. Therefore the present position 
is that the loss caused by the insolvency of a partner must be 
borne by the solvent partners in the pro])OTlion of the capitals. 

The Controversy 

The arguments and counter-arguments turn on tlic one hand 
f)ii the inter]>retation as to what is meant by “making good his 
share of loss” and what are "their capitals” in proportion to wliich 
the remaining assets are to be divided and on the other the jrracti- 
cal difiiculties of giviifg effect to those interpretations. 

I. It is argued that according to the judgement the solvent 
partners should bring in cash and thus make good “their share of 
deficiency”. The counter-aiguments are it is unnecessary, 
unreasonable and in actual practice the solvent jrartners, more 
often than not, will not or cannot actually bring in the cash. 

On close study of the wordings, it is by no means certain 
beyond doubt, that it is the correct interpretation tliat cash 
should be brought by the solvent partners. It readsi—"the 
.<*;olvent partners are only liable to make good their share of the 
deficiency”. It is suggested that there is considerable emphasis 
ou the word "only”, for unless it had a special significance the 
the \vord would seem unnecessary. It limits the liabi.’ty of the 
solvent partners up if) their own share of deficiency as against 
the former practice^of sharing the deficiency of the insolvent 
partner as well. The words following are - -"and the remaining 
assets should be divided among them in proportion to their 
Capitals”. Mr. Justice Joyce gave his decision as to how the defi¬ 
ciency should be borne by the partners and gave direction regarding 
the division of the remaining assets. The normal interpretation 
of “remaining assets” would be as^ts remaining after meeting 
all the liabilities and not remaining after the solvent partners 
• have brought in cash to made good their share of deficiency. 

In working out exercises, in the absence of clear indication, 
the student can follow any course in the light of his own under¬ 
standing—^viz , he can assume cash actually brou^t in or not 
brought in by the solvent partners. The final distribution will be 
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the same, (as has been illustrated above). He will however find 
it easier to work out the exercises if casli brought in is assumed. 

2. It is argued, in tlie second place, that the word "capitals” 
in the judgement--"the remaining assetb should be distributed 
among them in proportion to their capitals” —means the fixed 
capitals (if the partnership agreement did so provide), or the 
capital as per last balance Sheet, which are the partners' agreed 
capitals. May it be noted at once that this is the vital point. 
While the inter]>retation one way or the other--of "making 
good the share of deficiency” is immaterial in the sense that it 
makes no difference to the ultimate re.siilt, the decision as to what 
figure is to be taken as the capital affects th<‘ share of the cash 
each partner will get. 

It is essential therefoie to be ipiite clear on this point. 
There are three probable figures vi/., (a) the fixed ca]ntals, (b) 
the capitals as ])er the last balance v^^heet and (c) the ca|)itals as 
on the date of dissolution. 

(a) The Fixed Capitals : 

It has been argued tliat where the iiartnershi]) agreement 
provide for fixed ca]>ital.s, the distiibution of the "remaining 
assets”- (the tinal cash balance) should be in the proportion 
of those figures. The balances in the Current Accounts, it is 
argued, should not be considered. If the last balance Sheet 
contains such items as Rc.ser\c, Tiofit and Loss Account balance 
(which is ver>' unusual in case of a ijarluershi]) firm) the necessary' 
adjustments should be made iii the Current Accounts of the 
partners. The main object is to make sure,that the capital figures 
are not lost sight of bccau.se it is in that ])roi)ortion that the 
remaining assets (cash; arc to be divided among the solvent 
partners. 

It is suggested that the jrartners’ capitals nia 3 ' be fixed by the 
partnership agreement, but those are never the real capitals of 
the partners if there arc balances in the Current Accounts. A 
partner's real ca])ital in the firm is the Capital Account and the 
Current Account taken together. The uiidraw'n profit (credit 
balance in the Current Account) or overdrawn (debit balance) 
cmreiit account increases or decreases the partner’s actual capital * 
just as in case of a sole proprietor. The fixed capitals cannot 
therefore form the basis in determining the proportion in which 
the cash is to be divided among the solvent partners. At the 
moment of repayment of capital, each partner s claim on the 
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cash balance is equal to what appears as the balance in his Capital 
Account—Fixed Cajutal and Current Account taken together. 
We have all along reijaid the partners—when the question of 
insolv^ency did not arise—what at the last moment appeared as 
his capital. There is no justification of importing some other 
principle just because some partner is unable to make go<Kl the 
debit balance of his Capital Account. 

(b) Capitals as per last Balance Sheet: 

If the last Balance J^heet was prepared at a elate earlier than 
the date when dissolution w'as decided upon, then the capital 
figures as showMi therein cannot form the basis for the division 
of the final cash balance among the .solvent partners because 
these are the capitals .at an earlier date and maj’ be quite different 
than the ca})itals the partners have on the day when they decide 
to dissolve the firm. 

(c) Capitals as on the day when dissolution is decided upon : 

These are the partners’ actual cajntals when the firm is being 
liquidated. If it so ha})penecl, that there was no loss or no gain 
in dissolution, that is to .say, if 1)ook \’aliie of the assets were 
realised and the liabilities v\ere paid, tlu* ]>.'irtners would have 
got back the exact amount as .shown in the Capital Accounts. 
If loss is suffered in realisation and if further loss is caused to some 
partners because some other partner is insolvent the (5amer vs 
Murray case decides how the losses are to be sliared hy the solvent 
partners and how' the cash is to be divided among <hem—^it is 
in the proportion of tlx?ir cajiitals, as they stood at the date when 
the partners determined u])on dissf>liition, and prior to any adjust¬ 
ment arising from tlfe clisstilution. J.,oss on realisation will alter 
these capital figures, but "making good the share of deficiency" 
brings the figures back and forms the basis ffir the proportionate 
division of the cash among the solvent ])aitners. 

The Criticism : • 

The decision in Garner vs Murray has been severely criticised 
because of the distinction made between the trading loss or the 
loss on realisation and the loss due to the insolvency of a partner. 
Further it has been considered illogical that the solvent partners 
are to bear the loss caused by the insolvency of a partner in the 
proportion of their capitals. For, it is said, if a solvent partner 
has no capital or has a debit balance in his capital account. 



according to the decision, he does not have to share the loss 
(Jiowever solvent he might be) caused by the insolvency of a 
partner. If there is a de])it balance in the capital account, he is 
liable only to put it right by bringing in cash. 

Now, let us see how mm h logic there is in the criticism. Here 
is the position of A, li and C who are equal partners, after tlie 
realisation of the a.ssets C being insolvent is unable to bring in 
anything. 


Liabilities 

1 Assets 



Ca])ital Accounts- 

1 

Cash 

1,500 0 

0 

A 

, 2,00b 0 0 C (I )ebil Balance) 

500 0 

(► 

B 

ml 


1 

i 


2,000 0 0 

2,000 0 

0 

According the ruling in ('i.iiner vs Muria\ will take the 

entire amount of casJi Ks. 1,.")00, B lia\ing no capital 



A—Capital Account 




Ks. a. p. i 

1 Rs. a. p. 

To C Capital A/c. 

TiOO 0 0 By Balance' 

' 2,000, 0 0 

„ Cash 

J,.'500 0, 0i ! 

1 1 




1 J.OOC' 0 0 

2,000' o; 0 

The advocates of the f(«riner piactice would divide the loss 
due to the insolvencj’ of C eciiially between A and B (their profits 

sharing ratio), and the position would be 



Liabilities 

J . Assets 

1 1 1 


Capital Account— 

Cash 

1,600 0 

0 

A~ 

1,750 0 0 B—Capital A/c , 

250 0 

0 




B will bring in Rs. 250 and A will be paid Rs. 1,750. Thus 
a mental satisfaction is obtained that B—a solvent i>artner—will 
also suffer the loss along w*ith A. 

Now, the whole point is, at the last moment the partners are 
withdrawing their capitals. The total capital at the moment 
is Rs. 2,000, which is represented bj' cash Rs. 1,500 and C’s debt 
of Rs. 500, which, if C could bring in, would go to A. For the 
entire capital of Rs. 2,000—no good denying it- -belongs to A. 
For whatever reasons, jjart of it had gone to C’s ])ocket, or shall 
we say, becomes a debt from C, which he is now unable to bring. 
That being the facts of the case, it does not seem to be any good 
logic, that because C is unable to bring the money which belongs 
to A, B should bring half of it. 

Partners come together to share the pn^lits and lo.s.ses of the 
partnership business dnd not for sharing the loss which is not 
a loss of the business. The loss caused by the failure of C, is not 
a loss of the partnership business. It is nowhere contemplated 
in the I’artncTship Act, that in certain event, some partners will 
compensate others because s(>ni(‘ other partner cannot put right 
his cai>ital account. 


Example; • 

The Balance Sheet of X, Y and Z is given below. They 
decide to dissolve their business. 


lyiabilities 
Creditors— 
Capital Accounts 
X 
Y 
Z 


,Rs. a p 
13,200 0 0 

^ I I 

•24,000| 0, 0 
18,000| 0 0 
6,000' o' 0 


61,200 0 


0 


Assets 

Cash at Bank 
1 )ebtors 
Stock-In-Trade 
Plant and 
Machinery 


I Rs. [ ai 
* 200 ! 0 
o.ooo! 0 
32 ,OOo| 0 


p 

0 

0 

0 


I I 

20,000, o' 0 


I 61,20oi 0 


0 


The assets realised 50% of their book value and expenses of 
realisation was Rs. 100. Z became insolvent and was unable to 
bring in anything to repay his debt to the lirni. You are required 
to show the final adjustment of accounts (a) prior to and (b) 
after decision in Garner os Murray. 
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(a) Method prior to Gamer vs Murray decision. 

Realisation Account 


'fo Sumliy A‘ 4 Hi‘th 

CaHh 

))aid 

t'aHli ovjKnKc**, 


Rs a p 


I 

la.joo 0 0, 

100 0 , 0 


By .Sundry CrediturH 
transferred 
„ Cash—assets 
rualisod 

„ Capital Accounts 
—Loss Trun**- 
ferri'cl 
\ 

\ 

Z 


Ks. a 


13,200 0^ 


30,600 0 l (f 


74,300 0 0 


10,200 

10,200 I 

10,200 30,600 0, 0 
74,300| oi 0 


Cash Hook 


r 

R. 

li 

V 


Rs. 

[ 

1 ai ji 

1 

Ito Bulaiue 

JOO 

0 

<» 

l>v lle.ilisation 'V/c — | 

i 



1 Ileal isati on A < 




Creditors paid 

13,200 

1 ® 

1 ^ 

Asset M realised 

30.’>(M> 

0 

0 

„ Realisation A/c i 

1 







expi'iiscs paid 

100 

0| 0 





,, \’s Capital A/i 

11,700 

, 0 

'l 





„ N ’» (’apital A/c 

6,700j 0 

>' 0 
t. 


30,700 

(t 

1 0 


30,700 

1 

1 ^ 

i" 


X- -Capital Account 




1 

lls 

a 

p 


Us. 

1 

P 

1 

jTo llinvliHatioii \ < 




Balan* i 

24,tXK» 


0 

l/3nt bhaie ol iiOss 

10.200 

0 

0 



! 

j 

„ Z’b Capital Aeiounl 




i 

4 




1/2 sbaie of deh 








cieiiej 

2,lfK) 

0 

0 



j 


„ Ca?h 

11,700 

0 

0 

1 

1 

t 

* 





24,0<H) 

0 

o' 

1 

1 

24,000 

0 

0 


f 

Y—Capital Account 




1 

Rs. 

1 

a 

1 

iMi 1 

t 

Rs. I 

la 1 

IP ' 


To Uoalisation A/o— I 

I l/ 3 nl share of lofsl 10,200 0 0 
„ Z’s Capital A/e— i 

I 1/2 sharo of deli-' 

cioucy 2 , 100 [ 0 0 , 

' „ Cash 6,700{ 0 01 


Bv Bslamr 


18,000 Oi 

I I 


0 


18,000 0 0 


< 18,000 0 




Z—Capital Account 



Bs. a 

P 

To Boaiuation A/C— 

1 


l/3rd share ot loss 

10,200 0 

0 





10,200 0 

0 


1 

Bs. I a^p 

By Bulann* G,000 0* i) 

„ X’b ("apital 4 «• 

tronslei 0 t) 

\’s Capital A/t 

I tiaublrr i 2^00 0 0 


10.200, 0 


0 


(6) After the decision of Cjanier vs Murray 
(«) Assumed cash brought in 


Cash Book 


To Balani 

„ Beahsatiun A/f - 
Ahrtotf> realised 
„ X’h Cajiital A/p 
Y’s Capital A /1 


Ba. a p 
200 0 Oi 

30,'»00 0 O' 
10,200 0 0 
10,200 0 0 


51,100 0 0 


|B} Kpaliaatiou A/< 
ireditius paid 
„ iiealisalion 4/< 
ex}x>iiseH paid 
, X’h Capit il A/u 
\’b Capital A/( 


Ra. |a p. 

13,200' 0 0 

I(H> 0, 0 
:>l,000| O' 0 
16,200 O' 0 

51,100 Oj 0 


X—Capital Account 


I 



Bs a p 



To ItealiHatiun A/i — 


1 


Bv Bal »ic c 

l/3rd share of loss 

10,200, 0 0 

„ Cash 

„ Z’s Capital A/c— 

* 1 

1 



transfer 

2,400 01 0 


„ Cash 

i 21,600 0' O' 



' 34,200| oj 0 



1 

Y — Capital Account 

! 

1 

1 

Bs. a 

P 

1 


To Bealisation A/o— 

1 

1 

iBy Balance 

1 l/3rd share of loss 

10,200 0 

0 


„ Cash 

„ Z’b Capital A/c— 

1 

1 



j transfer 

1,800 0 

0 



1 „ Cash 

16,200| 0 

®i 




28,200 0 

o' 

1 

1 

1 



I 


Bh. a. 
’4,000 0 
I It),200 0 


F» 

0 

0 


|34,200' 0 


0 


18,000 0, 0 

10 , 200 , 0 , 0 


I 
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Z—Capital Account 



Hh 

i 

p 


Rs 

a 

p 

To KodtiiMtiim A/c— 





0,000 

0 

0 

l/3rd Hharo ot loss 

10.200 

0 

0 

„ Vs C'apital A c 

1 2,400 

0 

0 





• Y’s 

^ «« «• 

1,800 

0 

0 


10 200 

0 

0 


10,200 

0 

0 


{») Assumed delicien('\ brought into account, ca^h not 
brought in 


Cash Hook 


I Its l p 

Tollakiuf J(»() 0 0 

„ li( liMatirm A(( (iinii 

AhsuIh n ilisi il ■JO.'idO U 0 


0 0 


Jls A p 

li\ R Its It ion \ ( 

cnditorspMfl 11,JW 0 0 

„ „ hxp'U’i pvid 100 0 0 

„ \ s r.ipit.1.1 \ f 11,400 0 (► 

. \ s , , 6,000 0| 0 

I 30,700 0| 0 



X - Capital Account 


Rs ii p 

|To Itnahsation A /c 

Bv Balanco 

1 1/ 3rd ahari* of Iosh 

10 2(K» 0 0 

„ Z’s Capital A/c 

‘2.400 0 0 

„ Cash 

ll,l(H> 0 0 

1 

24,000 <» 0 


Rb |a jp 

24,000' 0| 0 

1 

_l__i _ 

24,0(K)j o! 0 
I I 


Y- -Capital Account 



Hs a p 


Ks 

a p 

|To Hfldlisation A/t- i 
1/ 3id sharo of loss 
,, Z’s Capital A/c* 

„ Cash 

1 _ 

10,200 0 0 

1,800 0 0 

6,000 0 0 

By Balance' 

18,000 

0 0 

1 18,000, 0 0 

1 


18,000 

o[ 0 

I 
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i 

To Realisation A/c— 

' l/3rd share of loss 


Z—Capital Account 


' Esrja p 

' ' ! 

10,200 0 0 

I 

10,2tK> 0 o’ 


By Balance 
„ X's Capital A''o 
„ Y’s Capital A/e 


Ka. 

6 , 000 | 
2,400 0! 
l.SOlVj 0| 

10.2(Hi' ol 


jP 

o! 0 
0 
0 

o 


Example' 

A, B and C are in partnership sharing profits and losses equally. 
They decide to dissolve their firm anti the Balance Sheet as at 
the date of dissolution is as follows 


Liabilities 

> 



As.sets 



Capital A'c-' 




I^and and 



A 

:io,ouo 

0 

0 

Buildings 

26,000 0 

0 

B 

20,000 

0, 

0 

I'uniiture and 



A--Loan A/c 

15,000 

0 

0 

Fittings 

8,00o' 0 

0 

Sundry Creditors 

3.5,000 

0 

0 

J>undry Debtors 

40,000l 0 

0 





Stock-in-Trade 

J7,000| 0 

0 


1 



Cash 

4,000 0 

0 





C -Cajiital A;C 







Debit balance 

5,000' 0 

0 

A. 

1,0(s000 

0 

0 


1,00,000 0 

0 


The assets realise* Rs SO.OUO, and the exi>enses of winding 
up amount to Rs. 1.4 and B arc solvent but C is unalde to 
bring in anything. 

Make the Journal entries, and show the necessary ledger 
Accounts, applying the Gamer vs Murray principle in winding 
up. 
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Journal 


Realisation Account 
To Land & Buildings 
Furniture & Fittings 
Sundry Debtors 
Stock-in-trade 
Being the transfer of Sundr 
Account 


Dr. 


[Sundry Creditors 

To linalisatinn Account 
Being the transfer of Sundry Creditors t4> 
Ri^alisatian Account. 

Ciish 

To Realisation Account 
Being asst'ts realised. 


Dr. 


Dr. 


Realisation Account 
To ('ash 

Being the payment to Siindiy' Creditors. 


Ronlisution .Account 
To Cash 

Btting cxfKtiises of winding up paiii. 


A’s Clajiital Account 
B’s Capital Account 
jC’s (!!apital Account 

To Realisation Account 
ing share of loss transfurn 
the {tartners. 


Dr. 


Dr. 


.A’s Loan Account 
To (vosh 

Being A’s loan repaid. 


Dr. 


A’s (’apital Aoconut 
B’s (.‘apital Account 

To (!’s Capit-al .Accinint. 

Bc'ing transl'oi- of debit balaneo of C's Capital 
lAcoount to A and B’s Cepital A<>oounts. 


Dr. j! 


jA’s Capital Account 
.li’s Capital Account 
I 'IVi Cosh 

{Being repayment of A and B's Capitals. 


Dr. 


|, ;a 

ip 

Ra. 

a 

p 

91.000 1 

); (1 

1 



i 1 

1 

! 26,000 

0 

0 

1 

1 ' 


1 8,000 

0 

0 

1 


1 40,000 

0 

0 

I i 

ii 

1 

t 

; 17,000 

0 

0 

1 

ij :i5,ooo' 0' 0 

1 

I 



. 1 

' j 


i 35,000 

0 

0 

t 80,000' 0 0 

1 



1! 

ii 


; 80,000 

0 

0 

-1! 

'! ,S5.0<X> 0 0 




I! 

* 

. 35,000 

0 

0 

‘i; 

! l.tMK) 0 

0 

1 



r 

.1 

|t 


1,(KKJ 

0 

0 

|| 4,tX)0 0 

' 0 




i 4.(KK) 0 0 




1 4.000 0, 0 




1 

1 


12.000 

0 

0 

1 

1 

! l.'>,00(» 0 

0 




1 


15,000 

0 

0 

j! e.oooj 0 

0 




3,000 0 

(1 


i 


i \ 

It t 


9,000 

Oi 

1 

J 

0 

1 , 

20 , 000 ; o' 

0 

i 

1 

1 

j 

t 

1 


i3,000i 0 

0 


1 

1 




33,000' 

oj 

0 


*») 


I ! 


¥ 





Realisation A<xotint 


1 

Rs, 

la ip 1 

T " , 

"IteT 

a 

F" 

To Assets Transferred i 



By Sundry oroditoia 

1 



—Land & Building 

26,000 

0| 0 

—^transferred. 

.35.000 

0 

0 

Fumitnre A 

1 

1 

1 1 

,, Cash—Assets 1 




Fittings 

8,000 

0 0 

realised 

80,000 

t> 

0 

Sundry Debtois 

40,000 

0 0 

,. Loss traiiifened to i 




Stoek-in-Trade 

17,000 

0 0 

A -Capital A/e- - 


1 





l/3rd share | 

4,000 Oi 0 

., Cash -crc'ditorH 



B —Capital A/ty - I 




paid 

.15,000 

0 0 

1 /3rd share 

4.000 

o’ 

0 

„ Cash Expenses 

1 

' 1 

C —Capital k/t — 1 


, 1 


paid 

1,000 

0 0 

I ^^rd share i 

4,000 

0 

1 

0 

- 

1,27,000 

0 0 

1 

1 

1,27,000 

' 0 

1 

0 


Cash 

Book 




1 

Rm 

1 p 1 


lls H 

I* 


To Baiani i 1 

4,00o' 


Bv iloalisatioM A/c — ^ 




„ Hcuklmtion A/e — 1 



Creditors paid . 

S'l.OOO 

o' 

’ 0 

\8wtH realiscMl j 

so 00 (» 

0 0 

„ Expense's paid 

1,000 

«! 

10 



1 

„ \’m Loan A/t 

15,000 

0 

0 




,. A’s Capital A/c 1 

20,000 

0 

0 




B’s ('apitiil A « 

l3.fK»0 



1 

81,000 

0 0 


84,000 

0 

0 


4—Loan Account 


iPo Cash 


Iaj p 

15,000 0| 0 


Kv iSalanri 


Kh. I <ii ]> 


1'5,000 0 


A—Capital Account 


Rn. a p I 


jTo Bealtaation A/c— 
l/3rd share of loeal 
„ C’s CapitA] A/c I 
Cash 

1 - 


4,000 

6,000 

20.000 


0 0 

0 0 

0. 01 


30,000 



By Balance 


Rs. 

a p 

30,000 

0 0 

.30,000 

0 0 
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B—Capital Account 

a p 


To ItnaliftahOQ A/o— 

l/3rd sharf ot loh-i 4 OW 0 0 | 
„ C’h Capital A < 1 (HfO 0 0 

„ Cash I 10 0 

20 00(( 0 0 


B} Balance 


C Capital Account 

I's I p 


lo Bal iric* »(KK> O (1 

,, K( ilisali m \/t 

]/)mI dll lie ol I iss 1000 0 0 

0 0 (N) 0 O 


P\ \ s ( ipit il \ * 

11 s f vnit il A/< 


Rs a p 
20,000 0 0 


20,000 0 0 


Rs jap 

btMlO 0 0 
3,000 0 0 


‘ 1,000 0 0 


t 


Nofr (1) It lias hctii a'-sunitd that tUe soKcnt partners did 
not bung in c islv to make s^nod tlicir share of dcficieno 
(2) Tilt dclKKiK\ IS sliaud 1a all the ]»irtneis in their 
]jroht sliaring r.ilio 

(1) The solvent ]>iitiKrs shut tlu reniaming cash in 
the ])ioportion of their capitals as tliev stood on the 
d.iv they dettimined nijoii dissolution 


Example 

Raiudel), Sukdeb and Jadiilal were partners sharing pofits 
and losses in the ritio of ‘1 2 I On the 31st December 19 
when the jiaitners decided to di-jsolve the hrm, the Balance Sheet 
was as follows 


Liabilities ^ 

Sundry Creditors 

4 (KK) 

Oeneral Resent 

4 non 

Capital A c 

Rvinideb 

S,125 

Stikdeb 

s s7a 


I 

' -- 

t 25.600 0 0. 


Asset'' 


Land and 


Buildme" 'i.OOO 

0 0 

i’lalit and 1 


Machiner> h,(K)0 

0 0 

“stock m-Trade 4,000 

0 0 

Sundry Debtors 5,500 

0| 0 

Cash-at-Bank 2,000 

1 0 0 

Jadulal-Capital 


A/c—(Debit 


Balance) 3,000 

0 0 

25.500 

O' 0 
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The assets realised Rs. 15,000. Hie expenses of liquidation 
amounted to Rs. 600. Jadulal became insolvent and could not 
contribute anything towards his deficiency. You are required 
to close the books. 

Assume that the solvent partners bring in cadi to make good 
their share of deficiency. 

Realisation Account 



Rs. a Ip 1 


Rs. 

a 

p 

j 

To Sundry Assets— 

1 

By Sundry Creditors— 




transferred 

1 20,500 0 0 

transferred 

4,000 

0 

0 

„ Cash—Expenses 

500 0 0 

,, Cash -assets 




1 ., Cash—creditors 


realised 

16,000 

0 

0 

, paid 

4,000 0 0 

,, Capital A/c 




! 


lUradeb -1/2 




1 


share of loss 

3,000 

0 

0 

1 

1 


Sukdob~l/3rd 





1 

share of loss 

2,000 

0 

0 


' 1 

Jadulal—l/6fch 





1 1 

share of loss 

1,000 

0 

0 


25,000 Oj 0 


26,000 

0 

0 


Cash Book 


1 

Rs 


p 

1 

Kb. 

a 

p 

To Balance 

2,000 

' 0 

0 

|By Realiaaliioa A/o— 




‘ „ Realisation A/o— 

1 

1 


creditors paid 

4,000 

0 

0 

assets realised 

15,000 

1 0 

0 

,, Realisation A/o— ■ 

1 



„ Ramdeb—Capital 




Expenses paid 

600 

0 

0 

Account 

3,000 

0 

0 

, „ Ramdeb—Capital 




„ Sukdeb—Capital 




repaid 

8,750 

0 

0 

, Account 

2,000 

0 

0 

' ,, Bukdeb—Capital 





' 1 



1 repaid 

8,750 

0 

0 


22,000j 

0 

0 


22,000 

0 

0 


General Reserve Account 


Rs. ^ a p 


To Ramdeb Capital 

1 ' 

Account 

2,250 0 0, 

„ Bukdeb Capital 

1 

Account 

1,600 0 0, 

„ Jadulal Capital 

1 

Account 

750 0 0, 


IIIIQ^QIQIIIII 


OA 


By Balance 

Rs. 

4,600 

a 

0 

p 

0 



I 

B 
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Ramdeb—Capital Account 


To Realuation A/o— 
1/2 ehare of loan 
,, Jaldulal—Capital 
Account 
„ Caab 


Ks 1 

a 

P 

1' "1 

1 Ks. 

* 1 


1 


1 By Balance 

8,125 

o' 

3,000 

0 

0 

„ Goncial Reserve— 


1 




1/2 share 

2,250 


1625 

0 

0 

„ Cosh 

3,000 

0 

8,7 

1 

0 




13,375 

1 

0 


13.376 

0 




Sukdeb—Capital Account 


To Realiaation A/c 
l/3rd ahan of loss 
,, Jadolal -f'apital 
Account 
„ Caah 


Its 

i 




Ks. 

“ 1 

p 



1 

By Bilmft 


8,875 

0 

0 

2,0(K» 

0 

Oi 

„ ffincnl 

rtesiivf— 




1 



1/ Jrd 

sh irt 

1,500 

0 

0 

1,625 

0 

o' 

,, ( ish 


2,000 

»l 

0 

S,750 

0 

0 






12,375 

0 

! 

“1 



12,'17 5 

0 

0 


Jadulal—Capital Account 


4 

1.^6 1 cb 

I> 


Ks a 

To Balance 

3,(K)0, 0 

0 

By Gone r il Ri >('r\ i - 

1 

,, Koalisation A/c 

1 

1 

l/()th shvre 

750' 0 

l/6th shaie of loss 

1,000 0 

0 

„ K imilt b f apit vl 

1 




V< count 

1,625 0 




, Sukeh b ( ipit (1 



1 1 


\ieoiini 

1,625 0 


4 00(J| 0 

0 


1,000 0 


1 


a 

_ 


—(1) The (.^iieral Reserve has been transferred to the 
partners’ Capital Accounts in their piolit sharing 
ratio 

t 

I 

(2) The capitals of the soh ent partner on the day of 
dissolution after adjustment of the Reserve were 
equal, viz , Rs 10,375 each The loss due to Jadulal's 
insolvency was therefore borne equally by them. 


Slid 


Example: 

A, B and C are partners. The Balance Sheet on the date they 
determined to dissolve is given below. 



1 

Ks. 

a 1 

p ll 1 

Ba. 

a 

p 

LiabiktiM 

1 

1 



11 

1 Assets 




Creditors 

1 

1 

20,000 

0 


j Cash 

3,000 

0 

< 

Reserve 

1 

6,000 

0 

0 

1 Sundry Assets 

70,000 

0 

( 

B —Loan Account 

1 

5,iK)0 

0 

o' 

Current Account— 




Capital Accounts— 

1 




C 

2,000 

0 

< 

A 

20,000/- 1 

1 


1 





B 

10,000/. 1 








G 

8,(KM)/- 1 

38,000 

0 

0 

I 




Current Accounts— 

1 


1 

ll 

1 




A 

3,000/- 



1 





B 

3,000/ 

6,000 

0 

0 






• 

75,000| 0 

0 

1 

75,000 

0 

( 


The assets realised Rs, 37,000. Show the final adjustment of 
accounts among the partners assuming tliat C was insolvent and 
nothmg could be realised from liis estate. 


1 If “division of the remaining assets among the solvent partners 
) in the proportion of tlicir capitals" means in the proportion of their 
fixed capital; the adjustment of accounts will be as given below. 


Cash Book 


1 j 

Rs. 1 a 

1 ’’ * 

Rs. 1 

» 1 

p 

'To Balani'e 

' ‘S.OOO 0 

0 iBy Realisatton A/c— 

i 



,, Rcahiation A/t 

37,000, 0 

0 1 croditorb paid 

20,000 

0 

< 

,, A—Current A /1 

1I,0(M)' 0 

0 „ Loan Repaid—B 

6,000 

0 

( 

„ B—Current \/g 

• 11,000 0 

„ A—Capital repaid 

23,000 

0 

( 

1 

• 1 

j 

1 1 „ B—Capitatrepaid 

1 

14,000 

0 

( 

• 

62,00U| 0 

1 

62,000 

0 

< 




A—Capital Account 



Ks. a p 

1 


Ks. 

a 

p 

To C’s Capital A/o— 

1 


By Balance 

20,000 

0 

< 

frdb share of defi- 

' 1 

1 

1 

Current Account— 




oiency 

2,000 O' 0 

1 

Transfer 

6,000 

0 

( 

„ Cash 

23,000, 0| 0|| 






25,000 0 0 



25,000 

0 

< 



3«0 

A—Current Account 



To Realisation A/c— 
l/3rd share of loss 
,, Transfer—Capital 
Account 


1,000 0 0 
C.OOO 0 0 

--I 

16,000 0 0 


By Balance 
„ Reserve, l/3rd 
transferred 
„ Cash 


3,000 Oj 0 

2,000 o' 0 
11,000 0 | 0 

16,000 o! 0 


B—Capital Account 

I Rs 4 J) 


To C’s Capital A/c— 
l/3rd share of 
deficiency 
„ Cash 


I 000 0 o' 
14,(KK) 0 0 

11,000 ol 0 | 


By Balance 
, Current A/c- 
transfer 


Rs. a p 
10,000 0 0 
6,000 0 0 

15,000 0 0 


B—Current Account 

Us a P I 


To Realisation A/c— 

l/3rd share of loss. 11,000 0 0 
„ Transfer—Capital | 

Account 5,000 0 0 

10,000 0 0 



Rs 

a 

Ba Balance 

3,000 

0 

„ Reserve—l/3rd 



transferred 

2,000 

0 

,, Cash 

11,000 

0 


16,000 

0 


|To Current A/o 
transferred 


C -Capital Account 

Us a |p 


11000 0 0 

11,000 0 0 


By Balance 
„ A’b C pital A/c 
„ B’s Capital A/c 


Rap 

8,000 0 0 
2,000 0 0 
1,000 0 0 

11,000 o' 0 
I I 


C—Curreijt Account 



By Reserve—l/3rd 
transferred 
„ Transfer to Capital 
Account 


Bs. a p 

2,000 0 0 
11,000 0 0 


13,000 
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In this case adjustment for the Reserve has been made in the 
Current Accounts. Ihe loss due to the insolvency of C via.» Rs. 
3,000 hM been debited to the Capital Accounts of A and B in the 
ratio of their fixed capitals viz. 2:1, 

2. If “capitals of the partners” meant the total credit balances 
of the partners—^the Capital Accounts and the Current Accounts 
being taken together —the final adjustment of Accounts would be 
as given below 


Cash Book 




Ks. 

i 

P 


Ra. 

a 

p 


To Balance 

3,00( 

0 

0 

By Realisation A/ ( — 





M Realisation A /1 

37,00i 

0 

0 

creditors jiaxd 

20,000 

0 

1 


„ A—Current A/c 

11,(KK 

0 

0 

,. lioan Repaid—B 

5,000 

0 

( 


„ B—Current A/r 

11,000 

0 

, 0 

„ A—Capital repaid 

23,125 

0 

( 



• 


1 

„ B -Capital repaid 

13,875 

0 

( 



62,000 

0 

0 


62,000 

0 

( 



A—Capital Account 




1 

1 Rs 

1 

a 

p 


Rs. " 

a 

p 


To C’s Capital A/c— 




Bj Balance 

20,000 

0 

( 

a/8ths share of 

1 



„ Current A/t 




deficiency 

1,875' 

0 

0 

transfer 

5,000 

0 

( 

1 ,, Cash 

23,125 

0 

0 


« 



\ 

' 25,000 

0 

0 


26,000 

0 

( 


A—Current Account 



.•Rs. 


P' 

w 

Rs, 

a 

p 

To Realisation A/c— 





By Balamt 

3,000 

0 

( 

l/3rd share of loss 

• 11,000 

0 

0 


„ Reserve—l/3rd 




„ Transfer to Capital 

• 




transfevod 

2,000 

0 

( 

Account 

5,000 

0 

0 

I Cash 

11,000 

0 

< 


16,000 

0 


1 

16,000 

0 

< 


B—Capital Account 


[To O’o Capital A/o— 
3/8ths share of 
defioienoy 
„ Cash 


Rs. 


1,12a: 

13,875, 0 


0 | 0 


15 , 000 | 0 | 


|By 


Balanu* 
Current A/c- 
transfer 


Rs. 

10,000 

.5,000 


15 , 000 ^ QA ( 





362 


B—Current 


Hh «»' 1* j 

To Kealiuation A/t— > 

l/3rd 8ha,n» of JoHH l),fM)0 0 0 
„ Transfer to ( a|>ital 

Account 0 o 

!(),(»(«) o (t, 

l| 


C Cd])ital 


Ks a p 

To Current A/t— 

transfer 11 0 (i 


M (t(K) 0 0 


Account 


Kb. a p 

li\ liiUnec 3,000 0 0 

H<'H(r\e—l/3rcl , I 

shuf transfernd 2,t)00 0 0 

( IJ.OOO 0 0 

I 16,000 0 0 

I 


Account 


Ks A p 

JU BiJinfc 0 0 

„ \ s ( <lplt il V/i 

ti r l,87o 0 0 

. I> H C 4fHl ki A/i — I 

tdkusli r 1,12'i 0 0 

11,000 0 0 


C- -Current Account 

Ks A p 

Bv Keser\o l/3r(] 

sh m ti insforiMl 2,000 0 0 

„ Fiansfi r to ( apilal 

Account 11,000 0 0 

13,CKK) 0 0 


It Will be obbcr\cd that m this case tJie remaining assets (Cash) 
has been divided between the sohent partners in the proportion 
of 26,000 : 15,000 or 5 .‘I 

The example lias Iiccn w orked out on the assumption that the 
solvent partners brought in cash to make good their shares of the 
deficiency. 

f 

Example * 

A, B and C are partneis sharing profits and losses in the propor¬ 
tion of 1/2, l/3rd and l/6th respectu ely. They agree to dissolve 
the partnership business. The Balance Sheet of the firm is given 
below. 
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Inabilities ^ 


a 

1 

p! 

Sundry Creditors i 


1 

0 

(» 

Loan on Mortgage 

1,800 

0 

0 

Capital Aecounts— 

1 



A j.OOO/- 


1 


B 4,(}00/. 

9,0(H) 

0( 

1 

<» 

1 

1 

17,800 

' 1 

0| 

1 

'o' 

1 


Assets 

Ra. 

a 

p 

Cash in Hand 

800 

0 

0 

Sundry Debtors 

9,000 

0 

0 

Stock-Ill-Trade 

3.(K)0 

0 

0 

Plant & Machinery 

C’s Capital Account— 

4,000 

0 

0 

(overdrawn) 

1,000 

0 

0 


17,800 

0 

0 


I’lant and macliincr>' realised Rs, 3,000. Bad Debts and Dis¬ 
count allowed amounted to Rs 1,450. Stock realised Rs. 2,400. 

The mortage was duly })aid olT, The creditors were paid less 
discount amounting to Rs. 250. 'I'lie cost of realisation was Rs. 360. 

After the assets hail been realised and the liabilities discharged 
C became insolvent, and a claim was made against his estate for the 
amount due from him to the linn. A dividend of seven annas in the 
rupee w^as received from his estate. 

Write up the Realisation Account, Cash Book and show the 
final adjustments between the partners. 


Reahsation Account 


1 

1 

Its. 

■i 

p 

1 


rRs.' 

IIP 

To Sundry AsTOte— 


1 

I 

By Sundry Creditors— 

1 



traiisierrcd 

lb',OU0 

0 

1 ^ 

traiwferrod 

! 7,000 

0 

0 

„ Gash—Creditors 




„ Cash —Assets 

1 

1 



paid 

- 0,750 

o' 0 

roaliseil 




,, Cash—Expenses 




Plant and 




paid 

350 

0 

0 

Machinery 3,000/- 








Dobtors 7,.'550/- 








Stock 2,400/- 

12,060 

0 

0 

• 




„ Share of loss 








• A -1/2 Share l,r»75/- 








B—l/3rd Share 1,060/- 




1 



1 

•t 

0—l/6th Share 625/- 

3,160 

0 

0 

1 

1 

23,100 

0 

0 

1 


23,100 

0 

0 
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Cash Book 


j Kb. a P| 


Bs, a 

P 

'To Balance 800 0 0 

Realisation A/c— 



,, Realuation A/r— 

Creditors paid 

6,750 0 

t 

AssetB realiHod , 12,950 0 0 

„ Realisation A/c— 

1 


„ A—Oapital A/c I 1,575 0 0 

Expenses paid 

350' 0 

( 

„ £—Capital A/c 1,050 0 0 

., Loan on mortgage— 

1 


,, C—Capital A/c * 067 3 0 

repaid 

1.800! 0 

( 

1 

„ A—Capital Repaid 

4,5231 7 

( 


„ B—Capital Repaid 

3,618,12 

( 

' 17,042 0 0| 


17,042 3 

( 


A—Capital Account 



Bs 

a p 

To Realisation A fc 


• 

1/2 share oi loss 

1,575 

0 0 

,, C—Capital A/c 

476 

0 0 

„ Cash 

4,523 

7 0 


6,575 

0| 0 


T 


By Balance 
,, Cash 


I Bs. a p 


1 5,000 

1 1,676 

1 

0, C 
oj C 

1 

0,676 

0 

c 


I 

B—Capital Account 



Bs 

* 

P 

1 


Bs. 

a 

To Realisation A/c - 



I 

1 

By Biplane c 

4,000 

0 

l/3rd ehare of loss 

1,060 

0 

0, 

„ Cash 

1,060 

0 

„ 0--Capital A/t 

381 

1 

0 




.. Cash 

3,618 


o' 

1 




6,050 

1 

1 


6,050 

0 


C—C&pital Account 



Bs. 

a 

p 1 

Bs. 

a 

p 

To Balance 

1,000 

0 

01 

By Cash 

667 

3 

n 

„ Realuation A/o 



1 

„ A’s Capital A/i 

476 



l/9th share of loss 

625 

0 

O' 

„ £’s Capital A/c 

381 

E 



1.636 

0 


1 

1,625 

1 

1 


m 


Loss on Realisation—All the partners insolvent— 
Creditors getting a dividend 

When there is a loss on realisation and all the partners are insol¬ 
vent, the Creditors' claims are settled by paying them dividend ol 
so much in the Rupee depending upon the cash available. The 
^ saving caused by the non-payment of a portion ot the liability i.*' 
virtually a profit to the firm. This profit gets merged in the 
Realisation Account and is transferred to the partner’s Capital 
Accounts. 

The Balance Sheet of A, B and C who were shanng jirolits and 
losses as 3/5ths, 1/5th and l/5th respectuclv stood as follows, whei: 
they decided to dissolve the finn 


Liabihtaos 

Ks 11 

1 

l> 

Assc'fs 

Rs. 

a I 

Bank Overdraft 

3(>.000| 

0 

0 

(’ash at Bank 

300 

0 

Sundry Orediiora 


0 

0 

Bill*. Ri*<oiva)>lt 

2,000 

0 

CSapital Aocounta— 

1 



Siintliv Ih'htois 

12,600 

0 

A 


0 

0 

.St(Mk-m Tiadr 

20,000 

0 

B 

1 

0 

0 

I'l.tiit and \t<i.(hin(iv 

16,000 

0 


1 1 



(’nod will 

5,000 

0 


1 1 



('Ht'ipital ^uuunt 

10,000 

0 


1 

1 

0 

0 


66,000 

0 


. I I 


The assets realised Rs 3l>,S7r) - and the exi)enses of winding up 
was Rs. 1,000/- The ]>aitiieis were <ill insoh’eut and the creditors 
received tw’elve annas in lire Ruj/ee 

Show the final adjustment amongst the j^artners 


, Realisation Account 


To Sundry Assets— » 

Rs. 

a p 

1 

transferred 
„ Ca«h—’Expensoa 

.■>4,o<XI 

0 0 

paid 

„ Cash—Creditors 

1.000 

0 0 

1 

paid 

j 

39,376 

0,0 

1 

! 

1 

1 

1 

04.876 

1 e 

1 

1 


Bv Sundry Lialnliti(>s 
tranuforred 
, , C'asli A«tw*ts 

10 tll-fll 
,, W i .Ipltdl 

A/c3/5tbs l,d00/> 
„ B’b Ciipital 

A/f l/5th riOO/. 

„ (J’h Cikpital 

\/c l/5th 300/. 


Rs. ' a I 
52,500 0 
30,876 o' 


2,600| 0, 
94,875| Oj 



Cash Book 


I Hs. a p |, 

To Balance •'»(K) 0 Oi 

„ KoaliHation A/r 

sale pro(ff‘<i of I 

atKjoiR 3'*,H7r» 0 O' 


40,37^> 0 

I 


0 


[By Realisation A/c— 
I Expenses paid 
! „ Realisation A/c— 
Liabilities paid 


Rs. la Ip 

1 I 

1,000 0 0 
39,375 0 0 


i 1 


40,376 


ol 0 


A Capital Account 


Its 1 p 


iTo Boahsatioii A^f 

3/5thh hhare of loss 
„ < ”»(Japit al A( count - 
trausterKxl , 


I >00 0 0 
r>,3(M) 0 Ol 


I 


7,SOO 


0 0 


1 

1 Rs. 

|“|P 

1 

By Balam e 

7,500 

' 0 0 

„ Transfer- B’s 


1 

Capital A( count i 

• 

1 300 

1 

1_p 

i o 


7,800^ Oj 0 


li -Ca]iital Account 



Ks I 

a 

I> 

To Hevlisation t 

1 



1 /.itli bhaio of loss 

.500 

0 

0 

,• CV< f ’ ipital Ai t ouiit 




1 truisfiMiod 

t,200 

0 

0 

„ Trinslor -A’a 

1 



' Capital Adouiit 

.‘JOO 

0 

0 

1 

5.000 

0 

0 


I Rs. a p 
By Balance 6,000^ Oj 0 


5,000 0 0 


C—Capital Account 



lls. 

1 

a p 

* ' 

1 Rs. 

1 

a 

P 

To Balance 

I 10,(HX» 

0 t) 

By A’s Capital A/c— 




„ Healisatiun A/e - 



3/5th share of 

1 



l/r>th sliaro ol loss 

500 

1 

0 0 

deficiency 

„ B’s Capital Account 

, 6,300 

0 

0 

1 



- 2/5th sharo of 



1 


1 

1 

deficiency 1 

1 4,200 

0 

0 

1 

1 

110,500 

1 1 

0 0 


10,500 

0 

0 


After the debit balance of C's Capital Account has been transferred 
:o A and B's Capital Account in the proportion of their Capitals, 
iiere is equal and opposite balance of Rs. 300 in those accounts, 
rhe books are closed by transfer of that balance from A to B. 
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Realisation Profit and Loss Account: 

If it is desired to see what profit or loss each asset makes ir 
realisation, the dissolution can be carried out by following a slightlj 
different method. The asset accounts are not closed b> transferring 
those to the Realisation Account. As the assets are rcalisi'd, Casl; 
Book is debited and the respective asset accounts arc credited 
p the loss or gain on each asset is then transferred to the Rcalisatioi 
Profit and Loss Account. 


Example: 

A and B are equal partners They decide to retire and sell tlieii 
business on 31st December, the Balance Sheet on that <late is ai 
follow’s. 


I 


Liabilities 

Hh. 

a 

p 

AssetH 

Rs. 1 

J, 

Sundry Creditors 

2,160 

0 

o1 

Cash at Bank 

' 1,860 

o' 

Capital Ac( ounts — 



1 

1 

Sundry IVbtors 

' 5,010 

0 

A 

10.500 

0 

oi 

Stock m 'Pradc 

7.410 

0 

B 

7,500 

0 

0, 

Lease 

3,‘KKl 

0 




1 

. 1 

Fixtures and Fitting*! 

1.9.50 

0 


20,160^ 


0 

1 


20.160 

1 

0 


The lycase was sold for Rs 4,0r>0, Fixtures and I'lttmgs for Rs. 2,175, 
and vStock for Rs 7,350. The Book Debts realised Rs. 4,650, Rs. 135 
being allow'cd for discount. The crechtors were jiaid Rs, 2,IOC 
m full settlement. The expense of winding up were Rs. 105. 

Close the books of the firm showing the result of the realisation. 
Show also the various Ledger Accounts and the pay me t to eacli 
partner the amount due^ to him. 


% 


Lease 


19— '. Jtb. a p 

Dec. 31 To Balance 3,900 0 0 

„ Koaliaation A/cl 1,050 0 0 


4,950 0 0 


19 - 

Dec 31 Bj Caaii 


Fixtures and Fittings 


19— 
Dec. 31 


To Balance 
„ Realisation A/e, 


R.. 

1,9501 

226 


2,1761 


a p I 19— I 

0| 0|. Dec. 31 I By Cash 

0| 0i| 


0 " 

II 


Rs. a 
4,930 0 


4,950 0 

I 


Hh. 

“ I 

2,173 

0 

2,176 

0 


Uec 31 


19- 
Dor. 31 


19- 
Dec 31 


19 

Dec. 31 


19— 
Doo. 31 


19— 
Deo. 31 


19— 
Deo. 31 


m 


To Balance 


To Balniuc 


To Oanh 
„ Dtsfount 


vSundry Debtors 


Ki I a p I 19— I 
>.010| 0 0 Doc 31 B> Cash 

I „ Discount 

I „ Bad Debts 


COlO 0 0 


Bs. 

a 

p 

4,650 

0 

0 

136 

0 

, 0 

226 

0 

' 0 

6,010 

0 

0 


Stock 


Bs a p 

19— 

Bs 


p 

7,44<l 0 0l 

Deo 31 By Cash i 

7,350 

0 

0 

1 

„ Realisation A/c 

90 

0 

0 

7,440 0 0 


7,440 

0 

0 


Sundry Creditors 

IvH a Ip 19 
3,100 0 0 l»Hi 11 
(> 0 | 0 0 

2,1(K)' 0 0 


B\ lUlami 


Bs I a p 
2,190 0, 0 


2,160 


0 


Bad Debts 



Bs 

a p 

19 


Bs 

*1 

P 

To Sundry Debtors 

335 

0 0 

Dec 31 

By Realisation A/c 

225 

0> 

1 

0 

0 

Discount Received 


1 



Bs 

a p 

19 1 

1 

Bs 

*1 

p 

By BoalisUion 



Dck 31 ' 

B> Sundry 




Account 

60 

0 0 


Cr^itors 1 

60 

*1 

0 


Discount Allowed' 


To Sundry Debtors 


Bs a p 19 — 

135 0 0 Doc 31 By R^hsatinn A r 


Bs. 

a p 

135 

0| 0 

1 


Realisation Profit and Doss Account 


I To Bad Debts 
„ Stock 
„ Discount 
Allowed 

„ Cash—Expenses | 
„ Capital A/o— 

A—1/2 360/. I 
B -1/2 360/. 


Bs 

a 

P 

19— 

225 

0 

0 

Dec 31 

90 

0 

0 


135 

0 

10 


165 

0 

0 


720| 

O' 0 


1,335| 

0 

0 



r 


By Lease 
„ Fixtures and I 
Fittings 
„ Discount 
Received 


Bs 

1,060| 

226 

60 


I 

0 

0 


I 



!_ 

1 

u 

1,336 

1 

1 





Cash Book 


10— I 

Deo. 31 1 To Balance 

t. I«»*e 
„ Fixtures and 
Fittings 
„ Sundry Debtc 
.. Stock 


iU. ai pl, 10— 



sri 

' ' ,!Deo.31 

By Sundry 



, 1,860 01 O'l 

Creditors 



i 4,950 0 0, 

„ Bealiaation 

2,100 

0 

1 1 • 

A/o—Exp. 

105 

0 

2,175' 0l 0l 

,, A—Capital 


, 

b' 4,650 0 0 

Repaid i 

10,860 

0 

7,350 0 0 

„ B—Capital 


1 


Repaid | 

7,860 

0 

20,985 0| 0 

!" 

1 

20,986 

|0. 


0 

0 


A—Capital Account 


19—“ 


Ks. aj p 

19— 


Rb. 

a 

p 

Dec. 31 

To Cash 

10,860, 0 0 

Doc. 31 

By Balance 

10,500 

0 

0 



' 1 


„ Realisation A/o 

300 

0 

0 



10,860^ Oj 0 



10,860 

0 

0 


B—Capital Account 


19— “ 

lis. a 

p 

19- 


Rs. 

a 

p 

Dec. 31 

To Cash 7,860 0 

0 

Dec. 31 

By Balance 

7,600 

0 

0 





„ Realisation A/c 

360 

0 

0 


7,860 0 

0 



7,860 

0 

0 


Transfer of Business to a Limited Company 

Primarily with the object of limiting the personal liabUity, 
the partners sometimes decide to carry on the business not as a firm 
but as a Limited Liability Company For that purpose a Joint 
Stock Company is formed to which the business* of the Firm is 
transferred. 

The Firm is dissolved and the books are closed following the rules 
of dissolution. The only point of difference is that the company 
instead of paying cash issues fully paid shares as the purchase 
consideration. The Realisation Account is credited with the sale 
proceeds—the Purchasing Company being debited (instead of the 
Cash Book) with like amount. As and when the consideration is 
received in the form of shares (and Debentures)—^the Putdiasing 
Company's account is credited and "Shares in the Company 
Account" (and Debenture Account) is debited. 
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<* 

As the shares (and Debentures) are distributed to the partners, 
these accounts and the Partners' Capital Accounts are clewed, 
thus closing the books of the firm. 

The profit or lo.ss on realisation will come to the Capital Accounts 
from the Realisation Account in the usual way. 

All sorts of agreements are possible, viz., all the assets and all 
the liabilities may not be taken ov^er by the company, the purchase 
consideration may be j)aid partly in shares and partly in Cash (in 
wliich case of course, the Cii.sh Book will be debited wuth the cash 
received), there may be a consideration for the Goodwill of the firm, 
the as.sctb may be revalued. 


Example: 

The Balaucx* Sheet of A, B, C, stood as follows on the .3lst 
DeccinlKT lb4H : 


Litihiiitids 


Ks. 


a (> 


Assotb 


Kh. I a p 


Oi editors 
iiilh l’<k\ablc 
Capitui A<-(Outit.s— 

A 
B 
tl 


0 0 ('.ksh at Jt.ink 


l.VM»0/. 

IS.OlKt/- 

10,000/- 


0 0 


io,oo(» 0 0 


.'»7,0(H» 0 0 


Sundry Dolitois 18,(KM)/- 
Iaiss Iti'soryo - 

Stoc k 

Plant and Mac hinrry 

Kixturo 

(loodwill 


8,000 0 0 

I I 

16,200i 0 0 

I. 'i.OOO' 0 0 

II, 0(K> 0' 0 
1.800 Oj 0 

0 0 


57,000 0 


0 


It was ilecided to sell the Ijusiness t o X Y & Co, Ltd. The Company 
agreed to allot 5.(X)0 fcdly paid .shares of Rs. 10 each in full satisfaction 
of the purchase consideration. The company assumed the liability 
except the Bills Payable and tot)k over all tlwj assets excejtt the Bank 
balance. The partners .shared luolits and losses in proprortion of 
one-half, one-third and onc-sixlh respectively. Write up the 
accounts sliowhig the final settlement as -regards the partners, 
assuming that the shares were duly allotted. 


Realisation Account 


K'l. * a p 

I 

To Sundry Assets 50,800 0 0 

„ Profit-, t ransforred ' 

to ('apital .\/<’ - 
A—Lf 2 /,500/- . j 

B-1,3rd 6.000/- . ' 

0—1/6th 2,500/. 15,000| 0 0 


By Sundry Liabilities 
„ X Y & Co. Ltd. 


Ks. a 

15,800’ 0l 0 
50,000 o! 0 


66,8001 0 0 
! ' I 


I 66,800^ 0 0 

* 1 





To Balftnee 
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Cash Book 


Rs. a p 

8.000 0 0 

8,000 0 0 



Rs." 

a 

p 

Bv Bills Payable 

3,000 

0 

0 

„ A’s C/apital \/t 

2,046 

0 

0 

„ B’h Capital 4/t 

1,818 

0 

0 

„ C 8 Capital 4 

1,136 

0 

0 


S.000 

0 

0 


To Roaiutation A/c 


X Y & Co Ud 

Rrt a p I Ha ,a p 

1 , By Sliart s m X \ & Oo | 

flO.OOO 0 Ol' I Ltd, A/c 50,0(K)| 0 fl 


Shares m X Y & Co Ltd Account 


To X Y & Co Ltd 


Rh u p 
50,(KK) 0 0 

I 

5(MKK) 0 0 


B> \ ( apit U \/< 
I , B ( vpit il \ c 
„ C Cu|>ital \/( 


20 01 0 
J 8.1821 Ol 0 
11,304 0 0 

so.fwo! 0 0 


To bhariB inXY A Cu 
Ltd 
„ Cash 


A —Capital Account 


Rb a p 

20,ti4 0 0 
• 2,046 0 0 

*22,500 0 0 


Rh. a p 

B^ BUiiw ' 13,000 0 fl 

, Kc vlisition A/( - (1 

1/2 shin ol pi old 7,31X)| 0 t) 

* 22, >00 0 0 

I I 


To shares m X Y ACo 
Ltd 
„ Cash 


B—Capital Account 

t 

Rs a |p I 

i I By Balance 

18,182 0 o" I „ Realisation A/r- 

1,818| 0 0 I 1 2rd share of 

I I profit 

--1' I 

20 , 000 ' 0 0 ' 


Rs a f 

1 I 

16,(100 0 fl 

6,000 0 ti 
20,000 Ol 0 
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C—Capital Accotint 


I Rh. a p < 

To iharM m X Y & i 

Oo. Ltd. I Jl.;{61 0 0 

„ Cash ' I.JIO 0 0 

I 


12,'5(H) 0 0 


i 

1 Rs. 

a 

1 

P 

By Balance 
„ Realisation A/c— 
l/6th share of 

1 10,0001 

1 I 

0 

1 

profit 


0 


1 


E 



If the partneis inteiulocl to retire from business they would sell 
the shares received fioni the In that case the Shares 

Account instead of ])cnii; ti ansi erred to the paitners' capital 
accounts, would be credited with the sale proceeds, the Cash Book 
being debited Any pioht or loss on the sale of the sliarcs ^ill be 
transferred to the Realisation Account—thus closing the Shares 
Account. 
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EXERCISES 

1. A, B and C carried on business in partnership and on 3Ist 
December 1913, their Balance Sheet was as follows :— 


Liabilities 

£ 

1 Assets 

£ 

Sundry Creditors 

4,500 

lyand and Building 

4,000 

A—Loan 

0,000 

Plant and Machiner>’ 

8,000 

Capital Accounts :— 


' I.oosc Plant and Tools 

1,500 

A 

12,000 

Stock-in-Trade 

10,000 

B 

10,000 

vSundiy Debtors 

14,000 

C 

7,500 

Cash at Bank and in 




Hand 

2,600 


40,000 


40,000 


They decide to dissolve the p.i’-tncrshi]) as at 31st December 
1913. A retires, and li and C continue the business, and agree 
to purchase A’s share in the Capital of the tirin in the proportions 
ill which they share ])rohts .uid losses. Prolits and Dosses are 
shared : A two-lifths, B two-litths, and C tnie-llfth. A«agrees 
to allow his loan to remain in the business. 

For the purpose of the dissolution, Goodwill is valued at 
£6,000, and the assets are to be taken as follows : — 

Land and Building £4,500. 

Plant and Machinery as in the Balance vSheet, subject 
to 10% depreciation. 

Doose Plant and Tools as in the Balance vSheet. 

Stock in-Trade at £9,000. 

Sundry Hisbtors as in the Balance Sheet, subject to 
£1,000 provision for Bad Debts and an allowance 
of 6% for discounts and'cost of collection. 

The liability to Sundry Creditors is taken over by B and C 
subject to an allowance of £200 for discounts. 

B and C continue to share profits and losses in the same 
proportions as heretofore. 

Draw up the Realisation Account and the Balance Sheet of 
B and C as on 1st January 1914. 
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2. X and Y dissolve thdr partnership. Their position aa at 


Slst December, was as follows :— 

Rs. 

X's Capital .. 25.000/- 

Y's Capital .. 16,000/- 

Sundry Creditors .. 20,000/- 

Cash in hand and at bank 750/- 


The balance of X’s loan account to the firm stood at 
Rs. 10,000/-. The realisation expenses amounted to Rs. 360/-. 
Stock realised Rs 20,000 - and Debtors Rs 2.>,000/- Y took 
a machine at the agreed \aluation of Rs 7,600/- Other fixed 
assets realised Rs. 20,000 - You arc reiiuested to close the books 
of the firm 

((k C I) 

8. A, B and C have been carrying on business as wholesale 
grocers and they share profits 7/I.3ths, 6,16tlis and 3/16ths 
respectively On .‘list Decemlier 1017, the\ dissohepartnership. 
The Balance Sheet of the firm on that date was as follows :— 


Liabilities 

Rs 

Assets j 

Rs. 

Sundry Creditors 

2,500 

Laud and Building ^ 

7,600 

Loan from A at 5% 

O.OOO 

Plant and Fittings 

2,250 

Capitals — 


Stock-ni-Trade 

10,650 

A 9,000 - 


Horse, Cart & Harness 

1,000 

B 0,000 - 


Sundr\’‘j)ebtois 

3,000 

C 2,500/- 

17,500 

Cai>li 

1,600 


20,000 

26,000 


A and B wanted C to join them floating the concern as a 
private company but C refused and A and B arranged to pay C 
out and then to form the company. 

The arrangements between A, B and C were as follows :— 
A and B took over the liabilities at book figures plus Rs. 500/- 
allowed for realisation expenses; they also took over the cash ; 
and the Horses, Cart and Harness were sold for cash realising 
Rs. 740/-. The other assets A and B agreed to take over as 



follows Ifand and Bmlding Rs. 10,000/-, Plant Mid Fittings 
less 10% ; Stock less 20% ; Debtors at Rs. 2,116/-. 

A and B, having paid the realisation expenses Rs 500/- and 
having paid out C by pro^ndmg the required cash in the satne 
proportions as they share profits and losses inter se, proceed to 
sell the assets, as they stand, to the Harbour Grocery Co Ltd,, 
for Rs 12,000/- cash and Rs 12,000/- in fully paid up sl^res. 
The latter A and B take m the same proportions as they share 
profits and losses 

A and B then pay off the liabilities and themselves, and 
close the partnership books 

You are required to show only (a) the Casli Account, {b) 
the Capital Accounts, (r) the Realisation Accoiiuts, {d) Harbour 
Grocery Co T^td , Account Assume that dll the above transac¬ 
tions are put through and completed on 31st December 1917. 

(G D A.) 


4 A, B and C were in partnership, sharing profits and losses 
in the proportion of 3 2 1 The partnership was dissolved 
on 30th June, 1931 when the position was as follows — 



Liabihties Rs 


Assets 

Rs. 

Creditors 

1 2,10,000 

Cash 


,28,000 

Capitals 


Debtors 


2,94,000 

A 

1,40,000 I 

Stock 


1,12,000 

B 

70,000 




C 

14 000 ' 





*^,24 000 





•, 4,34,000 

• 


1 

4,34,000 


It was arranged that the net realisations shoud be distnbuted 
in their due order at the end of each month 
The realisation and expenses were — 



Stock & Debtors 

Expenses 


Rs 

Rs. 

31st July, 1931 

84,000/- 

7,000/- 

31st August, 1931 

1,26,000/- 

6,600/- 

31st September, 1931 

70,000/- 

4,900/- 

31st October, 1931 

77,000/- 

3,630/- 

31st November, 1931 
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The Stock was completely disposed off and amount due from 
Debtors were realised. Set out the Cash account and the Capital 
accounts showing how the cash realised was distributed month 
by month. 

(G. C. I) 

5. The Balance Sheet of a firm on 31st December 1912, was 
as follows 


lyiabilities 

“ i ' 

' Assets 

'£ 

Partner A’s Capital 

5,000 

Freehold Property 

8,000 

Partner B’s Capital 

4,000 

Investments 

2,000 

Partner C’s Capital 

3,000 

Bf)ok Debts 

1,000 

Trade Creditors 

2,000 

Cash 

3,000 


14,000 


14,000 


I 

Partnership ])rofi1s ami losses were (li^ided equally. The 
partnership was dissolved as on 31 si December 1912. The 
Trade Creditors were jiaid at 5’’,, discount. A agreed to take 
over tljie freehold yjropeity at B the investments at £500, 

and C the book debts at (000. 

Show the I'inal Partnership Accounts. 

(Chartered Accountants) 

6 . Messrs, isen, Bose and (Uiose aie'hi ])artnersliip sharing 
profits and losses eqmilly. Their Balance Sheet on 31st May, 
1928 was as follows . 


Liabilities 


Ks 

A.ssets 

, Rs. 

Bundry Creditors 

7,500 

I'lecliold Property 

; 60,000 

Bank Overdraft 

3,000 

Plant 

, 20,000 

Capital Account :— 

« 

Sundry Debtors 

17,000 

Sen 

55,000 


Cash in hand 

8,500 

Bose 

45,000 


Stock 

45,000 

Ghose 

40,000 

1,40,000 

1 




1,60,600 

j 

1,60,500 
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They agree to dksolve partner^ip as at that date. Sen to 
take the Freehold Property at Rs. 60,000/-; Bose to purch^ 
the Stock for Rs. 36,200/- and Chose to take over the Sundry 
Debtors at a reduction of Rs. 100/-. The Plant realised Rs, 
30,000/- and the cost of dissolution was Rs. 2,000/-. Prepare 
final accounts. 

(B. Com.) 


7 . Jones, Brown and Robinson were partners in a business, 
profits and losses being divided thus Jones 2/5ths, Brown 2/5ths 
and Robinson l/6tli. The Partnersliip was dissolved as on 31st 
December 1909, upon which date the position of the firm was as 
follows .— 


1 





Capital £ 

£ 

Sundry Assets 


10,620 

Jones .3,000 


1 )ebtars : - 

£ 


Brown 2,100 


Robinson 

500 


— 

5,100 

Sundry 

2,000 


Loans :— 




2,500 

Jones 500 


Cash in hand 


120 

Smitli 800 




[ 

— 

j,;}oo 




Sundry Creditors 

5,840 




Bank Overdraft 

1,000 



j 


13,240 



13,240 

___ 3 

1 


_ 

-J - 


» 

The expenses of the dissolution were £120. Jones took over 
the business paying £7,850 for the “Sundry Assets” and £2,500 
for the Goodwill. • 

Prepare an account, as betw’eeii the partners, showing the 
result of the dissolution. 

(Chartered Accountants) 

8. De, Dutta and ELar in partnership, sharing profits and 
losses as De 1/2, Dutt 6/16s and Kar 3/16s. The Capital Accounts 
were fiixed under partner^p agreement. As the result of several 
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consecutive years* losses, the Erm's Balance Sheet on 31st March 
1934 ivas as under :— 


Liabilities 

\ 

t 

Rs 

Assets ' 

Rs. 

Capital Account— 



Current Account— ' 


De 

5,000 


De 2,195 


Dutl 

2,000 


Dutt 1,733 


Kar 

1.000 


Kar 1.520 


— ^ 

.. 

S,000 

1 

6,448 

Sundry Creditors 


2,053 

Plant & Machinery 

1,050 

Bank Loan 



Stock-in-trade i 

6,059 




Sundiy' Debtors J 

3,672 




Ca.sh in hand 

324 


l«,4r)3 


16,453 


It was resolved to dissohe the ])artnership as on this date, 
and shortly afterwards Kar was adjudicated a banJcrupt and could 
contribute nothing towards his dellciency in the firm. The 
firm’s assets were realised as follows . 

Rs. 

Plant and Machinery 600/- 

Stock-in-tradc 5,230/- 

Sundry Debtors 3,555/- 

You are rerjuired to close the books of the firm. 

(B. Com.) 

9 , State the principle laid down by Mr. Justice Joyce in the 
case of Garner rs. Murray for the adjustment of Partners’ 

Accounts, wheti one partner is in debit after the realisation of 
Assets. What was the practice before this' decision ? 

Illustrate your answer by a case where'A, B and C are three 
partners who divide profits equallj\ On the dissolution of the 
partneiship, the Balance vSheet stands thus 

Liabilities i Assets £ 

A * 2,0'oo Cash 1,600 

B 600 C 400 

Loss on Realisation 600 


2,500 


(Incorporated Accountants) 




2,600 i 


IQ. Asm. ana nmdisr ate in eqd|^ptkt«t^p. TMrBakaoe 
Sheet stood as :— 


Liabilities 

Rs. 

Assets 

Ua. 

Antia's Capital 

600 

Machinery and Plant 

1.476 

Creditors 

3,900 

P'urniture 

400 



Debtors 

600 



Stock 

626 



Cash 

800 



Burdy’s Drawings 

i,ioo 


4,500 


4,600 


The Assets were reahsed as follows — 

Stock Rs 350, I'uniituress Rs 200, Debtors Rs 600 and 
Machinery Rs 700 

The cost of collecting .ind distributing the estate amounted 
to Rs 160 Antia’s pri\ ate estate is not sufficient even to pay 
his private debts, whereas in Burdy’s private estate there i$ a 
surplus of Rs 50 

Prepare a Realisation Account, Cash Account, Profit and I/?$s 
Account and Creditois’ Account showing what dividendTis paid 
to Creditors. 

(B. Com.) 

11 M and P wislvto convert their business into a Private 
Limited Company, with the view of giving their assistants an 
interest and being gradually bought out To expedite matters, 
it is arranged to irfcorporate the Company as at 1st January 
1925, on the basis of the last Balance Sheet date^ 30th June 1924, 
net profits after charging all interest and commission for ,the 
intervening half-^ear being estimated at Rs 1,25,000. M and 
P get 3/6ths and 2/6ths of the pro^ respectively The Balance 
Sheet discloses inter aha the following figures - - 


Rs. 

M Capital .. 6,39,281/. 

P Capital .. 3,86,637/- 

X Deposit .. 60,000/- 

A (Assistant) at Credit *. 24,32l)c 

B (Assistant) at Credit .. 0«738/. 




These balances receive interest at 6% per annutn on opening 
balances only. Goodwill is to be valued at Rs. 3,60,000, each 
partner sharing equally therein. 

On the 1st December 1024, A sells War Bonds for Rs. 15,000 
at 96 and pays the ])rocecfls into his account with the firm. Both 
A and B receive commission a1 on the Net Profits, before 
crediting the partners with mteiest. It is agreed by all to take 
shares to the fullest extent of their credits. M and P’s drawings 
are Rs. 12,040 and Rs. .■>,000 respectively for the half-year. It 
is proposed to raise the neressaiy finance as follows - 
i Capital Rs, 10,00,000 in Rs 100 shares, Debentures 
Rs. 4,00,000 to be held by paitners equally and the balance to be 
loaned liy the jiartner'' in ratio of profits recei\e(I. 

Draw up a clear statement to Mibmil to the partners, showing 
the finance available as at 31st December 1024 and its allocation. 

(B. Com.) 

12. Brown, Jones and Robinson wote in partnership as Coal 
Merchants. On 31st December 1011, tlieii Balance Sheet showed 
the following position of affairs . -- 


Liabilities 

1 

1 

( 

Assets 

£ 

Sundry 'Cred itors 

j 

3,000 

Cash in hand and at 


Loan on Mortgage 

1 

400 

Bank 

1,400 

Brown-r-Capital 

1 


Sundry Debtors j 

4,000 

A/c 

2 ,.'>on 


Stock 1 

1,500 

„ Drawings 

i 


Horses, C.irts, Ivtc., 1 

600 

.A/c 

l,0(l0 

1 

I'leehold Projicrty 1 

1,000 

— 

— - 

3,500 

Robinson • ' 

500 

Jones—Capital 



• 


A/c 

1,500 


1 


„ Drawings 


j 

1 

1 


A/c 

500 

j 

2,090 

• i 

1 

1 







! 

S,900 


8,900 


They shared profits and losses in the proportions of Brown 
one-half, Jones one-third, Robinson one-sixth. It was decided to 
dissolve the partnership as at the date of the above Balance Sheet. 




The Freehold Property realised ,300. Bad Debts and Discounts 
allowed amounted to £600. The Stock realised £1,200, and the 
Horse, Carts, etc., £300. The Mortgage on the Property was 
duly paid off. The Creditors were also paid less discounts amoun¬ 
ting to £100. The costs of realisation amounted to £300. 

After the assets had been realised and all the liabilities dis¬ 
charged, Robinson became bankrupt and a claim was made 
against his estate for the amount due from him to the firm on the 
dissolution, and a dividend thereon at the rate of sh. 6/8 in the 
£ was received. 

Write uj) the Realisation Account, tJic Cash Account, and the 
Capital and Drawings Account of the rartiicrs, and close the 
books of the firm. 

(Chartered Accountants) 


18. The following Balance Sheet t>tatos the position of Messrs. 
Rufus & Isaacs on tlie 31tit December 1010, on which date they 
decide to give up business and wind up their affairs :— 


Diabilities 

£ 

1 

Assets 

. £ 

Sundry Creditors 

3,800 

Stock-in-Trade 

7,200 

Reserve 

2,000 ! 

1 Book Debts 

12,000 

Mr. Rufus—Capital 

11,000 

Furnitures & Fittingir 

400 

Mr. Isaacs—Capital 

' 8,000 

1 Machinery and Plant 

1,800 


1 

• 

Profit & Loss Account 

3,400 


24,800 

* 

24,800 


The book debts were collected at^a cost of 7j%, vStock sold for 
' £6,000, Machinery etc., for £1,400, and Fixtures and Fittings for 
£600. Open the necessary ledger Accounts on the basis of the 
above Balance Sheet, and show the final closing of the books, 
including tb& withdrawal by partners of any ultimate balances 
due to them. The partners share equally. 


(Incorporated Accountants) 



14. A, B aoA C «j6«‘|larltiers in a busitiess dividing prodta 
equally. Th^ Bailee Sheet at 31st December 1912, is as 
follovvs 


Liabilities 

£ 


Sundry Creditors 

3,H0(> 

Bills Payable 

900 

Capital Accounts— 


A 

6.000 

B 

3,000 

C 

1,000 

Drawings Accounts— 


A 

700 

B 

700 


16,100 


Assets 

£ 

Sundry Debtors 9,700 

I Stock 2,400 

' Furniture 380 

Cash at Bank 620 

C’s Drawings Account 3,000 


16,100 


C is insolvent and unable to contribute anything , the partner¬ 
ship is consequently dissolved, and the Sundry Debtors, Stock 
and Furniture realise £l(),3so Draw up a final Balance Sheet 
showing the position of each jiartner’s Capital Account. There 
is no agreement between the jiarties 

{Incorporated Accountants) 

15. A, B and C aie equal partners, who decide to dissolve 
partnership. After lealisation of their esJtate, the Balance Sheet 
stands thus :— 


Liabilities 


Assets 



£ 


£ 

Capitals— 


Cash 

2,500 

A 

2,710 

C- -Overdrawn 

600 

B 

l,i¥>2 

Deficiency 

1,612 


4,612 


4,612 


C being insolvent, determine the final adjustment between A 

and B. 

(Incorporated Accountants) 




On 1st JantMury 191d. Xr and M talca Y Into partnet^pi 
the terms being that he shall bring in £5,000 Capital, and that 
L and M shall reduce the amount of their Capital to £l£»000 
and £6,000 respectively. Profits are to be shared, one-half to I# 
and one-fourth to each of M and Y. No otlier terms are definitely 
agreed upon On 30th September 1915, the partnership was 
dissolved. A valuation of the I^and and Buildings shows ‘riiem 
to be worth £6,000, and agrees to take them at that ptkk* in 
part satisfaction of his share The Goodwill is sold for £5^000, 
and the other assets realise their book values, the Balance ^biaet 
at that date being as follows — 


liabilities 

£ 

Absets 

£ / 

Creditors 

7,000 

hand and Buildings 

4,000 

U—Capital Account 

12,000 

Plant and Machinery 

8,600 

L—Current Account 

500 

Stock 

10,200 

M—Capital Account 

(i,000 

Debtors 

6,700 

M—Current Account 

300 

V Current Account 

200 

Y—Capital Account 

5,000 

Cash 

1,200 


.30,H0() 


30,800 


Set out the Dissolution Account and show how much each 
partner receives. 

(Chartered Accountants) 

17. Black and White enter into partnership upon ecj[ual terms 
as to profits and loss^ of the venture, for the purpose of perfecting 
an invention with a \ iew' to its sale to a vSyndicivte No interest 
was to be paid on Partners’ Capitals prior to division of results. 
Black contnouted £300 and White £160 t^ cover the cost of 
experiments. White giving his personal services without salary. 
Upon the completion of the necessary experiments, the purchases 
and expenses were found to have amounted to £478. Black then 
advanced a further £60 and White paid a further £22 for Patent 
Fees, etc. The invention was sold by them to a Syndicate for 
£1,000 in cash, which was paid to them and 1,000 fully paid shares 
of £1 each in the Syndicate, and these were duly allotted. Upon 
dissolving the partnership. White arranged ^o take over the stock 
of materials at an agreed valuation of £36, and undertook to 
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disciiarge outstanding liabilities (if any). Black consented to 
take over the 1,000 fully paid shares at an agreed valuation of 
£50. Prepare the accounts necessary upon the dissolution of 
partnership. 

(Royal Society of Arts). 


18 . The following is the Balance Sheet of A, B and C, on 
31st Decenibci 1911 


I^iabilitU'S 


L 


Creditors 

2,000 

Bank-Loan 

.’)0r> 

Bills Payable 

500 

A—Capital 

2,500 

B—Capital 

1 ,.500 


7,000 


Asset'. 

i 

Cash 

500 

St OC k 

2,000 

Plant and Tools 

2,000 

Sundrv Debtois 

1,000 

Bills R(*tei\abk 

1,000 

C Capital (Keidrawn 

500 


7,000 


C is insolvent, but his partners lecovci from him £250 
It is decided to wind u]i the PaTlncislnp, and the Assets realise — 
Cash £500, Slock £1,000, Plant and Tools filj.^OO, Sundiy Debtors 
£760, Bills Receivable £700 Profits and losses are divided 
equally. What would be the position t)f each partiiei s Account 
on the winding up of the P.utuership i?> accordance with the 
Partnership Act, the costs of Realisation amounting to £250 ? 

(Chartered Accountants). 


19 . On Ist January 1900, A, B and C were partners carrying 
on business as merchants with a Capital divided as follows .— 
A £30,000, B £20,000, C £10t(»00 Ivach partner was to receive 
6 % interest per annum on his Capital, and to share profits and 
losses in the following proportion .—^A seven-twelfths, B one- 
fourth, and C on'•-sixth. 

At 30th June 1907, it was agreed to dissolve partnership and 
realise all the assets. In the result after all liabilities and claims 
had been paid with the exception of law and accountancy charges 
agreed at £600, there remained a balance in cash of £38,750. 
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December 31st, ld07, was an agreed date between the parties 
for a settlement. Draw up a statement lowing the position 
as at that date. 

(Incorporated Accountants). 


20. J. Dyson and W. Daw traded in partnership as Dyson & 
Co., sharing profits and losses 2/3ids and l/3rd respectively, and 
on 3lst December 1911 their Balance .Sheet was as follows :— 


Jyiabilities 

' i 

Sundry Crcditois 2,000 

Bills Pa 5 'ablc , oOO 

Bank Overdraft 1,115 

Cajutal A cs / 

J. Dyson 2,000 

W. Daw 1,000 

- :i,ooo 

I 

I 

j 0,615 


Assets t 

1 
I 

Cash in hand 
Bills KeceiViible 
Sundry Debtors 3,000 
J^ess Reserve 
foi Discount and 
B<ul Debts 1501 

*1 

Stock-in-Tradc 
Plant and Machinery 




£ 

15 

260 


2,860 

2,600 

1,000 


6,615 


On that date they^agreed t<i sell the business to a limited 
company, the company to take over at the following valuations :— 

Sundry Debtors £2,700, Stock £2,200, Plant; and Machinery 
£1,200, the other assets and liabilities at their book values, and 
the compan> agreed to pay £1,750 for goodw ill The firm received 
£3,000 of the pur^iase price in £1 fully paid ordinary shares in 
' the limited company and £1,500 iu cash, and these assets were 
distributed among the partners in propoition to their capitals. 
Show in the books of the partnership : —(a) Realisation Account; 
(5) Company’s Purchase Account; (c) Partners’ Capital 
Accounts ; {d) Cash Account; and {e) the Shares Account. No 
other accounts are required. 


(Lancashire Sc Che^re Institutes). 
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21. The foUawiDg iii tihe Balance Sheet of C and S, manu¬ 
facturers, as at 3l«<: December 1929 — 


Lasaibltii 

t Rs 

Assets 1 

1 Rs 

Trade Creditors 

11,853 

Plant and Machinery 

6,000 

Loans 

3,297 

1 Freehold Property 

7,600 

Capitals:— 

Rs 

Stock < 

9,000 

C 26,000 

S 12,500 

- .97,500 

Work-in-Progress 
Debtors 20,600 

Less Reserve 2,350 

Bank 

10,000 

18,160 

3,000 


">2 OriO 52,660 

C and S ha\<* decidtd to sell thtir business to a Limited 
Company to be called the Crank Manufacturing Co , I<td as and 
from the date of the Bil.incc She«t \i/ , ‘list December 1929 
The purchase is not completed until list Mardi 19*10, but the 
Company agrees to pav interest on the purchase price at5°oper 
annum for the tliree mouths Miow the Ledgei a» counts in the 
firm’s books of the sale of the business to tlie company having 
regard to the follow mg adjustments and allot to each partner 
his respective •■hare 

The business is sold to the Company for cash Plant and 
Machinery are valued for the purposes ot sale at Rs 1,600 more 
than the figure appearing m the hooks and the Goodwill of the 
firm is assessed at Rs 7 IU)0 lu addition to the Reserve for Bad 
Debts already jirovidcd, C and s have make a further allo¬ 
wance of Rs 1,500 while the li.ibilities to be taken over by the 
new Company are found to be Rs 500 more than the amount 
stated m the Balance vSheet 

(B. Com ) 


22 The Balance Sheet oi Messrs Harris & Smith stood at 
31st December 1910, as follows - 


Liabihties 

£ Assets 

£ 

Creditors 

2,300 Debtors 

2,200 

Loan by Harris 

3,000 Plant and Machinery 

6,000 

Capital— Hams 

1,000 Building 

3,100 

Capital—Smith 

4,000 



10,300 1 

10,300 


1 


The partners share profits and Idsses equally. They decide 
to wind up the business as at 31st December 1310. The reaHsa* 
tion of the assets yields 75% of the debts, fi0% of the plant and 
machinery, and 70% of the building. Make out a final Balance 
Sheet and Capital Accounts 

(Incorporated Accountants). 

23. Messrs Anderson and Mnllan who are equal partners, 
carry on business as Manufacturers, and their poSl^Otl, US Stated 
in their Balance Sheet at 31st December 1921, is as follows :— 


Liabilities 

Rs 

Assets 

Rs. 

Sundry Creditors 

.').'5.r)0(> 

Stock-in-Trade 

42,000 

Imperial Bank of 

• 

Macliinery and 


India 

28,500 

Plant 

18,000 

Bills Payable 

10,.500 

Office Funiiture 

1,600 

Anderson’s Capital 

33,000 

Book Debts 

60,000 

Mullan’s Capital 

52,.500 

Life Policy on Joint 




Lives Surrender Value 

7,600 



Leasehold 1‘ropcrty 

22,600 



Anderson’s Drawings 

9,000 



Mullan’s Drawings 

3,000 



Profit & I.oss A/c. 

•16,500 


1,80,000 1,80,000 

I 

f 

The business is carried on until 30th June 1922, by which 
time a net profit of Rs 12,300 has been made for the half year, 
after 10 per cent pe^ annum has been written ,off leaseholds. 
Meanwhile, Sundry Creditors have been reduced by Rs. 12,000, 
Bills Payable b> Rs 2,923 and overdraft by Rs 3,000, and 
Partners have withdrawn Rs 3,000 each during the half year. 

Stock-in-Trade now stands at R# 45,300, Book Debts at Rs, 
46,200 and subject to any necessary alteration, the other items 
remain as at 31st December 1921. 

In September, the firm agrees to sell the business to a Limited 
Company upon the basis that the Stock shall be taken over at 
a discount of 6 per cent and Book Debts at a discount of 2| per 
cent as at June, the Company paying Rs. 7,600 for profits in the 
interval less Rs. 1,600 each withdrawn by partners since June; 
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the partners to retain the life policy, and the Company, with these 
exceptions, taking over on the basis of the Balance Sheet -at 30th 
June, and agreeing to pay a Good'will to Rs. 37,600. The 
purchase money is to be paid (1) by Rs 90 000 in cash, and (2) 
by the issue to the partners of Rs 16 Preference Shares to satisfy 
the balance due to thcnj res[)ec lively 

Disregarding Intciest on Drawings and Capital, you are 
required to prepare a Rc ihs.ition Account and Capital account 
of the partners Gne also the final Journal Entry for the 
distribution of the rennuning assets between the partners 

(O D. A) 

24 R, M and I) are in ]).irtn< rshi]) The jiartnership deed 
provides tliat upon the e\})ir> of the ])artncrshi]) term as at 3lst 
December 19‘2‘J, M sh ill acfjiine the whole business upon Te])aying 
to the other partners tJie Cdpit*il standing to their credit at that 
date plus four years’ ])iirchase ot llicir respective sliaies of profit 
taking the ycat as a liasis The paitners Capital which on 
ist January 1023, is R Rs 90,000, M Rs 40 000 and D Rs 35,000 
carries interest at 5* „ Profits are divisible as to R 6/9ths, M 
3/9ths and I) l/9lh ag.unst which each partner draws Rs 5,000 
per annum upon which the interest is not calculated Stock at 
31 st December 1923 amounts to Rs S0,000 and the remaining 
balances are as follows 



Rs 

Sundr> Creditois 

69,000 

Book Debts 

1,50,000 

Stock. 1st luniaiv 1921 

66,000 

Sales 

4 20 000 

Cash in Bank 

16,500 

Purchases 

3,50,000 

Bills Receiv able 

8 000 

Machincrv and Pkiiit 

30,000 

I'urniture and I'lttings 

' 1,506 

Cash in hand 

1,000 

Profit and Doss Charges 

20,000 

Bad Debts Reserve 

3,000 


M deposited the title deeds of his property with the Bankers 
and obtained an overdraft of Rs. 70,000, himself introducing any 
further Capital necessary to pay out his partners. Prepare a 
Profit and Doss Account and Balance Sheet of the old firm and a 



Balance Sheet sdiowixig H*s positloti on 1st January 1024 
liter such payments. 

(B. Com.) 

25. A, B and C are partners in a firm dealing in hardware, 
and sharing profits and losses 40^*0. 30% and 30% respectively 
decide to dissolve, and appoint B to realise the Assets and dis¬ 
tribute the proceeds B is to receive 5^'{, of the gmoonts realised 
from Stock and Debtors as liis remuneration, and is tO bear aU 
the expenses of realisation 

The following is the Balance Sheet i)repared by the firm as 
on the date of dissolution — 


Jyiabilities , 


Assets 




Rs 


Rs 

Creditors 


fiO.OOO 

Cash 

1,600 

Capital A/cs 

— 

1 

' Debtors 45,500 


A 

30,000 


j * 

J^ess Re.servc 


B 

20,000 

1 

1 

for Doubtful 



— 

60.000 

Debts 2,500 

I 





43,000 




Sbick 

,60,000 




C—Overdrawn 

4,500 



J,09,000i 

1 

Jl,09,000 

-- — 


1 

1 



B reports the result of realisation as follows :— 

Debtors real^e Rs. 3.5,000/-. 

Stock realises Rs. 45,000/-. 

The Goodwill is sold for Rs 2,000/-. 

Creditors were jjaid Rs 57,000/- in full settlement. 
Outstanding Creditors Rs. 600/- have also been paid. 


The expenses of realisation came to Rs. 600/- which B met 
personally. 

A and B agree to receive from C Rs. .3,000 in full settlement 
of the firm’s claims against him. Show Capital, Realisation and 
Cash Accounts. 


34 


(B. Com.) 
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26 X and Y are in partnership. The Balance Sheet of 31 
December 1916 i^owed X's Capital at Rs. 6,000 and Y’s at Rj 
3,000. Goodwill does not appear on the Balance Sheet. Profit 
and bosses are to be divided as to 2/3rds to X and l/3rd to Y. 
As a matter outside the partnersliip, Y owes X Rs. 1,000. This 
does not appear in the firm’s Books. Disagreements arising 
the partners agree to dissolve as from 31st December 1016, on the 
basis of the Balance Sheet above referred to. Y offers X Rs. 

1 ] ,000 to go out, this payment to recomj)eiisc X for his interest 
in the Business including (loodwill and also to settle the private 
debt of Y to X X, however, would nit her jiay V out on the like 
terms with an additional amonnt ol Rs 600, and oilers Y a sum 
to settle Y's interest in the Business and his (Y’s) private debt, 
and the additional amount above referred to 

Prepare statements showing the details of then offers, as.sum- 
ing that X values the Goodwill at the amount winch is implied 
as its value in Y’.s offer to X 

(B. Com.) 

27. A and B were jiartners and shared jirofits m the propor¬ 
tions of 2/3 and 1/3, respectively Thev sold the Goodwill of 
their business and the Plant and Stock to C Conijiaiiy, Jdniited, . 
for £10,000 cash, and 10,000 £1 shares in the C. Company, 
the market price of such shares being 26s ])er share The 
partners undertook to collect tlieir own l)ook debts and to 
discharge their own liabilities 

The following Bal.ince Sheet lepresented the state of affairs 
at the date of the ^ale 



A and B’s 

Balance Sheet 


Liabilities 

£ 

.Vssets 

£ 

Creditors 

6,000 ' 

Debtor's 

12,000 

Loan, A 

2,000 

Cash 

26 

Capital, A 

13,525 

Bank 

600 

Capital, B 

10,000 

Plant 

Stock 

5,000 

14,000 


31,525 


31,626 
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A, debtor for £600, became banScrapt and his estate realised 6s. 
the £. All the other debts wete realised, subject to a discount 

H cent; the creditors were paid in full. A and B 
agre^ that A should receive the whole* of the C. Company shares 
. as part of his share in the settlement. 

Prepare an account showing how much A and B would each 
receive in cash. 

(B. Com.) 

28. The partners in a Drapery Business decide to sell their 
business to a Limited Company as on 31st December 1914, for 
the sum of £40,000, to include (roodwll. The Vendors are to 
collect the Debts and pay off the Mortgage and discharge the other 
Liabilities. On the 31st December 1914, the Balance Sheet of 
the Vendors showed : — 


Liabilities 

£ 

s. d. 

Assets 

£ 

s. 

d. 

Sundry Creditors 

18,1S9 

7 6 ' 

Freehold Premises 11,500 

0 

0 

Mortgage on 



Stock-in-Trade 

18,660 

16 

6 

Freehold 

7,000 

0 0 

Book Debts 

6,762 

U 

3 

Bills Payable 

1,860 

3 9 

Rates, Insurance 




J. Smith- 



and Telephone 




Capital 

7,500 

0 0 

])aid in advance 

177 

3 

• 

8 

H. A. Smith - 



Cash at Bankers 

6,068 

19 

10 

Capital 

7,500 

0 0 






42,049 

11 3 1 

1 


42,049 

11 

3 


On the final windidjg up of the Partnership affairs, the Book 
Debts realised £5,500 ; and on payment of the Creditors, Discounts 
amounting to £3S5 were allowed. Prepare a statement showing 
1 he amount payable to each Partner after the repayment. 

• (Chartered Accountants). 

29. Robert and Novy are in partnership. On 31st December 
.922, Robert’s Capital was Rs. 76,240 and Novy*s Rs. 26,300. 
They share profits and losses in the proportions of five-sevenths 
and two-sevenths, and their withdrawals are to be in the same 
proportions. 

At the close of 1923 you are given the following information 
relating to that year ;— 



(fl) The Joint on $tft Decmber was Rs. 1,06,380. 

{b) The dmwings of Novy were Rs 1,080 in excess of ^ 
arranged proportion. , 

(^) Novy is to be credited with Rs l,060by wayofpreferentis^ 

salary for 1933 « ^ 

(<i) J^ffect is to be given to a promise made to Novy by Robert 
in 1922 that Robert should pay Novy Rs 600 for 
additicHl^l work thrown on him owing to the illness of 
Rob^. 

(e) Interest on Capital at r)% to be charged Prepare a 
StIKtement showing how the Capital of Rs 1,06,380 
is divided between Robert and Novy 

(B. Com.) 

30. A, B and C are partners in a lirni,dealing in fancy goods, 
and sharing profits and losses 48%, 35% and 17% respectively, 
decide to dissolve, and appoint U to realise the assets and dis^ 
tribute the proceeds B is to receu e 6% of the amounts coming 
to A and C as his remuneration and is to liear all the expenses of 
realisation. 

The following is the Balance Sheet prepared by the firm as ^ 
on the date of dissolution — 


lyiabilities 

/ 

Assets j 

t £ 

Creditors 

1,247 

Debtors 4,229| 


Capital f-— { 


Dess Reserve 


A 4,129 


for Bad Debts 21 Ij 

1 4,018 

B 3,067 


Stock-in-^rade-] 

1,872 

- — 

j 

7,186 

Cash ‘ 

, 476 



Other Assets 1 

1 1,710 



C -Overdrawn 

9 

367 


8^33 


8,43$ „ 

- 




B reports the result of realisation as follows :— 

i- 

%>< 

\Y 

Debtors realise 


3,462 



Stock-in-Trade realises 
Goodwill is sold for 
The other assets realise 


1,444 

60 

909 


e ♦ 




Halauce Slieet to the athotmt 


|r(2i:edx(;ots i^e omitted £ 
ilOO. 

The expenses of tealisation 


tOjgllO. 

C infonns his late partners tha'^e is possessed of £100 only, 
/and they agree that, if as a result the realisation he is still 
^ indebted more than this amount, the}^^ accept it in full settle¬ 
ment. Prepare Dissolution Accounts. 

(Chartered Accountants!. 





Chapter fm 

CONSIGNMENTS AND JOINT VENTURES 

In an attempt to find a market for his goods, a merchant 
may decide to forward his goods to a jierson in a different town 
who will sell those for him and then remit the sale proceeds 
to him after deducting his expenses and remuneration. It is 
dear that the person to whom the goods are forwarded is not the 
buyer—he is the agent acting on behalf of the merchant. He 
gets commission as his remuneration for the services rendered. 

The act of sending the goods is -Consignment. 

The person who sends the goods on consignment for sale 
is the— Consignor. The persciii to whom the goods are sent on 
consignment is the ( onsignee. 

When goods art sent on consigimieiit we call it "Consignment 
Outwaid". To the Consignee it is "Consignment Inward". Thus 
an Outward Consignment is the despatch of a quantity of goods 
by a person to a person in a differ ent town, more frequently to a 
jdace alrroad, for the purpose of sale And an Inward Consign¬ 
ment is the receipt of a quantity of goods by a person from his 
principal abroad, or in some other town for the i)urpose of sale. 

Difference between a Consignment and a Sale : 

{a) In the case of sale of goods, the property in the goods 
passes to the buyer. In the case of a consignment, the legal owner¬ 
ship does not pass to the Consignee. 

(6) The person to whom the goods are sent is an agent, where 
as the person to nliom the goods are sold is a debtor The agent 
is not liable to pay for the goods if they are not sold—he can be 
asked to jreturn the goods. The debtor cannot be asked to return 
the goods—^he can be sued for the price, if unpaid. 

Prolmia Invoice: 

In the case of a sale as vre know, an invoice is sent to the buyer 
along with the goods, giving the description, quantity, the rate^ 
and the total value of the goods. This is the sale price realizable^ 
from the buyer. In the case of a consignment a Proforma Invoice 
is sent. The value shown on the proforma invoice is not neces¬ 
sarily the price to be realized from sale. More often than not, it 
is not the price eventually realized. The Consignor does not know 
what price the goods will fetch. He generally makes out the 



invoice of the consignment^ It price higher than his cost price— 
that being the indication to his agent of the price at which he 
expects the goods should be sold, (The agent generally has an 
authority to sell the goods at the best available price). 

In the proforma invoice particulars are given as to the nature 
of the goods, number, or quantity, measurement, weight, 
marking, price etc. 

In the Consignor’s books, the consignment is generally record¬ 
ed at cost price. If it is recorded at a price higher than the 
cost price it becomes necessary at the time of ascertaining the 
profit or loss on the consignment to make adjustment to bring 
it down to the cost piice. 

Consignment Book: 

When consignments are numerous a special subsidiary 
book called the Consignment Day Book is maintained for 
recording such transactions on the plan of the Sales Day Book. 
The total ot the Consignment Da}'^ Book is posted to the credit 
of the (loods on Consignment Account in the General Dedgcr. 
A separate Consignnieiit Dtdger is also kept. 

We may consign different lots of goods to different agents of the 
same or different towns In order to ascertain the profit or loss on 
each consignment a sepaxate..Consigument Accoimt is opesMsl-Iur- 
Qach v enture, such as "Consignment to Sydney A ccount ", 
" ^oito ignmeiit to Bombay Account", "Consignme nt 44"_elc^ 

Sjupposing Hiralal of Calcutta consigned 100 boxes of tea to 
A. S. Sarnia at Bombay As Hiralal did not sell the goods to A. S. 
Sarma, the latter’s account in Hiralal's books cannot be debited 
with the value of the ggiods. Hiralal will open an acdouat ip his 
books as "Consignment to A. vS Sarma, Bombay" and debit it 
with the cost of the jjoods. Tliis account will be debited with all 
the expenses in connection with the consignment and credited 
with the sale proceeds We shall see presently how it is^done. 

But tlie mam point to note here is that the whole plan is to 
ascertain the net* result—^the profit or loss, of this p^jrj^cular 
consignment. In other words, each Consignment AccotUtt 
is the Trading and Profit & Loss Account combined of* that 
particular venture. The net result of the consignment will 
be transferred to the general Profit & Ivoss a/c. of the trader 
—thus closing the Consignment Account * 

Advance on Consignment: 

It is not an uncommon practice for a consignee to make an 
advance to the consignor against the conrignmeut. This 



a«o 

mubt not be credited to tbe Aocot»it« for ^ Ageot 

may never bell the goods. It st^jl^d be put to t^ credit of the 
agent. In case the goods are ||ot sold and is returned to the 
consignor, the agent would be creditor to the consignor for the 
amount advanced. 

Sometimes the Consigned draws a Bill upon the Consignee 
and sends it along with ih» Bill of Lading, the Insurance policy 
and the Proforma Invoice for his acceptance. The Consignor 
can discount the W0 if he wants to raise money. The discount 
charge may be Seated as cost of the particular consignment 
or it may be charged to his geneial Profit & Loss Account. 
Del Credere Oogianission : 

A little extra commission is sonielinies allowed to the agent 
by the Consignor in coiisideiation of the agent's guaranteeing 
that there would be no loss due to the failure of the debtors 
if goods are sold on credit The consignor will receive the 
proceeds of the Consignment from the agent whether the agent 
himself receives it or not. 

Account Sales: 

This is a statement of account leiidered by the Consignee 
to the Consignor. - It gives full details of tlie gross sale proceeds 
of the consignment or of the consignment as the case 
may be. All the exjienses incurred by the agent as well as his 
commisf'ion is deducted therefiom. The balance (less the 
amount that might have been advanced) is the anioimt due to 
the Consignor. The Account Sales is accompanied by a draft for 
the amount due to the Consignor 

The Comignor had already debited the Consignment Account 
with the cost of the gooils forwarded as well as with the expenses 
Sttdh as.fj?f|aght, insitrauce etc., he had incurred on it. On receipt 
of the jACcount Sales he gets the other particulars necessary to 
complete the account viz., the sale proceeds, the exjjeiises of the 
agent and his commission. It wfill be observed, that all these 
make up the Trading and Profit & Less Accomit of the 
, ^^cular consignment. The account is balanced and the net result 
••fJprofit or loss as the case may be—is transferred to the Con- 
, m^or*s general Profit & Loss Account. If at the balancing 
* time, the goods are partly sold then, of course, the Consignment 
Account will be credited with the stock of Goods on Consignment 
(i.e., the unsold goods lying with the agent) just as in the Trading 
Account. The Stock-on-Consignment will be brought down 
as a debit balance in the Consignment Account for the next 



m 

p^od ta&d a|>pear Balance Sheet along with 

his $todc>hi-Trade as Sto^|j|te*Consigiuneiit 

On the point of valuation^! the Stock-ou-Coii&igniueiit it 
will be valued at the cost price which proportionate expenses 
incurred such as carriage, iusuranoe, godown charge, duty etc 
win be added. 


Specimen of Account Sales> 


Account Sales of H4 bags of Sugai ex S S Jalpa, sold by 
Dharamdas of Bomba\, for the account & rfek of Paul & 
- • Sons, Calcutta 


t 

! 



Rs. 

Rs 

a I 

' 50 bags 

Sugar , 


80 

4,000 

0 

34 bags 

do 


70 

2,380 

« 





6,380 

oi 

1 


Rs la p. 


1 

1 

Deduct 

Chaiges be Ivxjiensc's 




1 

Insurance 


30 

0 0 


1 

1 Cartage 


lo' 

0 0 

• 


Storage 


20 

0 0 



Commission 6% on Rs. 6,380 

310 

0 0 

, 379 

0 





i 


1 




6,001 

01 

1 Less Advance. 



3,000 

0 

1 

i 



♦ 

3,001 

0 

Sight Draft for Rs 3001/- herewith 





Dharamdas 





1 

J 

Bombay, 




\ 


10.6.47. 
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EntriM in the Books of the Consignor: 

The record of Outward Consignments would be made in the 
books of the Consignor as follows: 




1 . Debit Consignment Account credit' *'Oood8 on Con¬ 
signment Account" with the cost pn^ of the goods by means 
of a Journal Entry. 

2. Debit Consignment Account with freight, insurance ajid 
othei charges incurred in sending the consignment and credit 
Cash, if.«^id or the personal accounts, if unpaid. 

3 When an> amount, cash or a B/R is received from the 
Consignee asadvanceagainst the consignment,Cash or B/R account 
is debited, and the personal account of the Consignee is credited 
with the amount. . 

4. When the Consignee sells the goods and sends the 
Account Sales to the Consignor 

(a) Consignee's Account is debited and Consignment AccounJ^ 

is credite<^ with the gross ssHe proceeds. ' 

(b) Consignment Account is debited, Consignee's account is 

credited with the expenses incuired by the Consignee in 
connection w'ilh the consignment, as W'ell as with his 
due commission. ,. 

d. Balance the Consignment Account and transfer the balance 
to Profit and Jboss Account. The value of the unsold portion 
of the consignment, if any, at the time of closing the books, 
is to be credited to the Consignment Account and brought down 
to the debit side after ruling off the account. 

6. When the Consignee sends any amount either in Cash or 
by Bill ill settlement of the account. Consignee is credited 
and Cash or Bills Receivable Acc'oimt is debited with the amount. 

7. Close the Ooods on Consignment Account by transfer to the 
Trading Account. 

If the Account Sales is not received within the finan¬ 
cial period, the balance of the Consignment Account is to be shown 
in the Balance vSheet as an asset. Another important point to be 
noticed is that in valuing the unsold slock, cost price or market 
price,whichever is lower is to he taken as the basis of valuation. 

In some cases, proportionate charges incurred in sending the 
consignment are added to the Invoice value. 

Kitries in the Books of the Consignee—^Principal Method : 

1. As the Consignee is not liable for the value of the goods 
consigned to him, but holds them in trust on behalf of the 
Consignor, no entry should be made on receipt of the goods. 

2. When the Consignee pays various expenses connected 
with the Consignment, Consignor's Account is debited, and 
the Cash Book is credited. 



3. When tlie ConsignW. sends an advance connected with 
the Consignment, Consign^! Account as debited, Cash or Bills 

. Payable Account is credited* 

4. (a) On selling the goods for cash, Cash Book is debited, 

and the Consignor’s Account is credited 
(b) When the Consignee sells the goods on credit, the buyer's 
account is debited and Consignor's Account is credited 
with the value by means of a Journal Entry. 

5. Debit Consignor and credit Commission Account with the 
amount of commission due by means of a Journal Entry. 

6. Close the Consignor's Account by debiting it with remittance 
eithei in cash or by draft in final settlement 


Entries in the books o| the Consignee (Alternative Method): 

J. When the goods are leccived, Consignment Inwards Account 
is debited, Consignor’s Account is oiedited !>> means of Journal 
Entry with the value 

2. When the Consignee pays \.uions evjienses connected with 
the Consignment, Cash is credited, Consignment Inwards Account 
is debited. 

3. When the Consignee remits an .idvance cash or Bill 
Payable account as the case may be, is credited and Coiysignor’s 
account is debited 

4. (a) When the goods are sold by the Consignee, cash is 

debited (m case ot cash sale), Consignm^t Inwards 
Account is crcjdited 

(b) On credit sale, person who buys the goods, is debited, 
Consignment Inwards Account is cretlited by means 
of a Journal Entry with the value 

6. Consignment Inwards Account is debited, Commission 
Account is credited with the commission due, by means of a 
Journal Entry. . 

6. Balance the Consignment Inwards Account and 

it to the Consignor’s Account. Before balancing, any unsold 
stock must be credited to the Consignment Inwards Account 
and brought down as a debit balance after ruling off the account. 

7. Close the Consigr or’s Account by debiting it with the final 
bill or draft in settlement. The value of any unsold stock must 
be debited to the Consignor's Account and brought down as a 
credit balance after ruling off the account. 



Example 1 : 

h. Khaitan of 
to M. Kimberly c 
and carriage Rs. 650/-while Insurance c<^ Mm Rs. 490/i-.’* 
A draft was drawn on M. Kimberly at six months for Rs. 6,600/- 
and this was immediately <Ji*5Cotinted with Bank for Rs. 6,420/-. 
In due course, an accounir'sales was received from the Consignee 
stating that part of the goods had been sold for Rs. 10,000/-, 
whilst expenses wei^ Rs. 370/- and commission Rs. 600/-,* and a 
draft was enclosed for the balance (Rs. 5,600/- previously drawn 
being a paymeist on account.) The unsold stock was valued at 
cost price at Rs* 10,500/-. 'You are required to give the Journal 
entries, necessarj^ to icoord tlie.se details in the books of the 
Consignor and Write up the J*edger .4ccounts and Cash Book 
of the Consignor. , 





Bombay conu^ipi goods valued Rs. l6,60O/'> 
East Bonie^irad the Consignor paid freight 


Journal 


Dr. 


Cr. 


Consignment to East Borneo a/c. 
To Bank 

frei^^t — 650/- 

Insurance — 490,- 


1,140 




I 


: 1140 /- 

Being freight and Insurance paid 
on consignment 



Rs. 


j Rs. a.ip. 

Consignment to East Borneo .i/c. 

To Goods sent on Consign¬ 
ment a/c. 

Being value ol goods sent to 

M. Kimberly on consignment 

16,500 

0 0 

1 

1 

1 1 

1 1 

16 , 600 j ol 0 

1 1 

1 

1 

, 1 


0 0 

! 

I > 


Bills Receivable a/c. 

To M. Kimberly 
Being acceptance received from 
the latter 


1,140 


5,600 0 


«i 


I 1 

■ i 


6,500| 




0 . 0 







Bank 

Discount a/c. 

To Bills Receivable a/c. 
Being the amount receive 
on discounting the Bill 
Receivable 


401 

1 Rs i a i p. 

Rs. Ta. 


5,420 0 0 

1 

f 


80 0 0 

• 


M. Elimberly 

To Consignment to East 
Borneo a/c 
Being gross proceeds of the 
part of the consignment as 
per the Account vSales receiv¬ 
ed from the Consignee 


Consignment to East Borneo a/c 
To M Kimberly 
Being the expenses incurred 
by the Consignee and his com¬ 
mission as per Account Sales, 
Expenses—3 7 ()/- 
Comission 500/-- 870;- 


Bank 

To M Kimberly 
Being the amount of the draft 
received from the 'Consignee 
in settlement of account to 
date 


C.Cofl^gnment Stock a/c 
, To Consignment to East 
I Borneo a/c. 

I Being value unsold stock ^ 
j with the Consignee 

^■"p^ksigfcment to East Borneo a/c 
To Profit and Loss a/c. 

Being the transfer of profit 
on coiisigmnent to Profit and 
Loss a/c. 


10,00^ 0 d 


5,.500 O' 


0 


10 , 000 ' 6 


0 


870 0 


0 


3.630 o' 0 


870| O' 0 


3,630! 


0 0 


10,500 O 0 ! 


lO,li«0, 0* 0 


1,990 


oj ol 

I 


1.990 


01 0 
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Tn Qooda on Conflignmont 
Moount 

I Bank Freight 
I „ I>o Inauranco 
„ M. Kimberly 
„ Profit and TjOAS a/o. 


Consignment to East Borneo Account 

I Ka. ; 


()| (ji ' 

bod 0. 0, 

4!»0' Oi 0 i 

87f> 0 0 ' 

0: 0 

L>().rp<K> o; oj 

t ' ' 

• I ‘ ! 

I I ' 


I By M. Kiml)erly 


Bb. a. 

10,000 0 0 


Consignment Stock 
o/c. 10,600 0 0 


20,600 0 0 


Consignnicfit Stock Account 



; Rs. 

f 

* 


To Consignment to East 

JO.fiOO' 0| Oli 

! I| 
i II 

j 


Borneo a/c. 

* t 

1 

1 

1 

! 




M. Kimberly (Consignee) 

’ Ks. a.> j f 


To Consignment to East > I 

Borneo a/o. IO,(M)0 oj 0 


i Bs. I a. d. 
By Bills Receivable a/c.! 6,600 0 0 
„ Consignment to Ewti 

Borneo a/c. 870 0 0 

» Bank 3,630 0 o 


10,000 0' ()I 


!■ I 


10,000 0 0 








m 

Book 


Cr. 


- - 

" S8.1TO:,’, 


Es. 

a. 

Bills Rei^iTable • 

5,420 0| (H 

By Consijmnimit to 



[ M. Kimberly 

3.630 01 (l| 

East Borneo a/o. 

1,140 

0 


1 

., Freight 650 • 



A 

t 

1 

„ Insurance 490/- 




' 

By Bi^npo 

7,910 

u 

1 

To Balance 

9.050 0 0 

' 7l9l b 0 0 


9,050 

0 






0 

0 


Dr. Bills Receivable Cr. 



1 Kb. I a. I p. 


Rs. 

a. 

To M. Kimberly 

1 r>,r)(M) 0 0 

1 1 

By Bank and discount 

5,000 

0 






Dr. 

To Bills Receivable 


Discount Account 

] Rs. I a. p I 
I 80| 0 0 


Cr. 



t)r. Goods sent on Consignment Cr. 


To Trading AccoQiit 

Rs. a. 
16,.>00 0 

P-' 

0 


By CoiiHignmont to 

1^' 

a. 

( 

1 

1 

1 

1 

1 

1 


East Borneo a/( 

• 

16,500 

0 


Note —is assumed that the Draft is a D/D and therefore 
B/R account is not debited. It is also assumed that the cost 
of unsold stock includes proportionate expences for freight and 
insurance. 
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Example 2 : 

A. & Co. of Calcutta sent clF^nsigument Acxrount goo^^ 
B. & Co. of Bombay at an invoke price of Rs. 29,675/- 
for freight Rs 762/- cartage Re. 232/-, and Insurance Rs. 

Half of the goods was sold by the agent s for Rs. I7J! |00/- suD|t^ 
to the Agents'ComniissiottOf Rs.87/)/-;*^tOTagee^pensesbf Rs.20C^ 
and other Selling Expenses of Rs. 360/-. One fourth of the 
consigxuuent was lost by fire and a sum of Rs. 6,o5o/- was recovered 
from claim. Draw uj) the necessary accounts in the books of 
A. & Co., and ascertain the profit or loss assuming the closing 
stock to be one fourth of the consignment. A two months' bill 
was received from the agents 

(Cal. Uni. B. Com. 1947.) 


In the books of A & Co at Calcutta. 


Dr. 


Cotisignment to Bombay Account. 


To goods aout on (’on 
signmont */<. 

„ Cash (Froight) 

„ CJash (Car^i‘> 

„ ('aah (InaovAturt) 

„ B. & (V>. (OoHsignoo) 
» 


CommiHsiun 

Storage 

Selling Expenaes 


R- 

29.67rV 

7H2 

212 

700 

1,425 


875/. 

200 /. 

»V)/ 

1425 /- 


32,794 0 0 




Bj B, & Co a/c. (Sale 
proreedu of half por¬ 
tion of the goods) 

„ Bank (agaiant the 
^thgoodH lout by fire 
leeoived from Inaur- 
anoo Company. 

„ Stock on Consign* 
ment a/o. 

By loss transferred to 
Profit and I^s a/c 


Rs. 


17,500 


6,000 

7 . 842 ^ 

2,452| 


Cr. 

a- B 


32,794 


0 , ( 


I ' 


^^r. B. & Co. (Consignee) ‘Jl 



Rs. 

a. 

P- 



1 Rs. 

e. 

To Consignment a/o. 
(Gross sales proceed) 

17,600 

' 1 

0 

1 

0 

1 

1 


By Consignment a/o. 
(Storage, Selling 
Expefnsas and 

Commission) 

1,426 

0 



1 1 


J 


By Bills ReoeivaUe 

16,076 

a 


17,500 

0 

0 

i 



17.50(^ 

1 



/ Gootis aeat oa ti^AsIgnment Or. 


To Trading a/o. 

Ba. 

a. 

P- 



" Ea, 

•.f - 

29,675 

0 

0 

, 

i ♦ 

By Omsdignmenfc a/o. 

29,675 

0 






_ _ _ 

j ■ 



II 


Dr. 


Stock on Consignment 


To Consignment a/c 


7,842 


0 0 


Cr. 



Dr Bills Receivable Cr. 




Ks 

a p 







To B * Co (OoDstgnoe) 

16,075 

0 0 

1 ij 









1 ' 







EXAMPLE ON CONSIGNMENT INWARDS 
Example 3 : 

Akbar Ali of Calcutta received consignment of goods from 
Ramanatham & Co of Madras valued Rs. 200QJ-, — 

Agents’ Commission 5% on all sales, del credere Comnussimi2^% 
on credit transactions Akbar All paid custom duties Rs. t2d/-. 
Landing charges and Carriage Rs. 16/-, Fire Insurance Rs. 90//.’',^ 
ijent Ramanatham & Co. of Madras an advance of Rs. 600)-. 
He sold part of the consignment on credit for 1000/- to Isalc/^> 
part for cash Rs. 1100/- and took part, valued Rs/ ‘400/- into 
stock for own personal nse. • The unsold stock was Rs. 400/-. 
^ paid Rs. 50/- for Brokerage. Make all Journal entries, 
st^bsidiary book ^ties and show ^1/edger Accotmts in the Books 
of Akbar Ali. 
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7 


In the books of Akbai AH (Frindpai method) 


Joamal 


Dr. 


! Isak 

To Ramanatham & Co. 
Being the sales of part of the 
Inward Consignment. 


j Rs. la.p. 
I 1,000 0 0 


I 

I 


Ramanatham & Co. 

To Commission a/c. 

Being the amount of Commi¬ 
ssion due 6% Commission on 
all sales Rs. 2,500/- 125/- 

Creditsale 1,000/- 
Cashsale 1,100/- 
Other sale 400/- 

-2500/- 

2|% Commission on credit 
sale 25/- 


150 


0 0 



I 




Rs. ja. p. 

i,ooo' 0 

I 

I 

I ‘ 


150 o' 0 




1 


Dr. 


Cash Book 


Cr. 


1 

Ks. 

a. 

!>• 


Rs. 

a. 

P* 

To Cash sale (Ramana* 

1 

1 


By Ramanatham & Co. 




tham & Co. a/o) 

1,100 

0 



* Custom duty 

12S 

0. <1 

1 ' 1 

1 


„ Landing charges and 







1 


Cunage 

15 

0 

0 




{ 


Fire Insurance 

90 

0 

0 






„ Advance Ramana¬ 








tham A Co. 

600 

0 

0 




1 


„ Brokerage 

50 

0 

0 




1 


„ Ramanatham & Co. 

1,470 

0 

0 


’ ) 




407 


Br. Ramanatham & Co., Madras Cr. 



Bs. 

a. 

p*l 


■ 

Bs. 

a. 

p 

To Cash 





By Cash 

1,100 

0 

0 

„ Ooatom duty 

125 

0 



„ Porohase 

400 

0 

0 

Landing oharEes ft 





„ bak 

1,000 

0 

0 

Carnap 

16 

0 

0| 

1 




„ Fire Insurance 

90 

0 

o| 

! 




„ Cash (advance) 

600 

0 

0 






„ Brokerage 

SO 

0 

o' 





„ Commission 

150 

0 

0 






„ Cash 

1,^70 

"l 

0 







2,500 

0 

0 



2,500 

0 

0 

_ 










Alternative method—Journal 

Dr 


Consignment Iinvaids a/c 
To Ramanatham & Co 
Being the receipt of goods 
on Consignment 


Isak 

To Consignment Inwards a/c. 
Being the sale of the part of 
the Consignment 


i i 


Consignment Inw.irds a/c 

To Commission a/c 

• • 

Being 5% Commi‘5i>ion on 
all sales - 

Credit sale- -1000/- 
Cash sale - 1100/- 
Other sale — 400/- 


125/- 


2500/- 


• I 


2J% del crede Commission 
on 1000/- —• 25/- 


160/- 


Rs I a 

2 , 000 ' 0 | 


1,000 0 


150 0 


V 

0i 


0 


0 


Cr. 

Rs. 

2 , 000 ) 


a Ip, 

1 

0,0 


1,000 


160 


0 


0 , ( 


Ca4i Book 


r>r. 

To Ooiuignmeat 
Inwavds a/c. 


Cr. 


fU. a.| 
1,100 0 


By Cionsinimeiit Inwards 
' a/r Costom duty 
„ Landtag Charges and 
Camsgo 

„ Vire Insurance 
I „ Ramnatham & Co 
(advance) 

„ C^naignmont Inwards 
a/c (Brokerage) 

„ Ramanatham & Co. 


'Rs. a.*p* 

125 o' 0 
’ I 

15 0 0 
00 0 0 

! ' I ‘ 

; 000 o' 0' 

I 

60 01 0 
1,470 0 0 


IvEDOER 


Dr. 


Consignments Inwards 


Cr. 


To Ramanatham & Co. 

Cash (custom duty) 

„ Do (Landing charges and 
Cairiage) 

„ Do (Fire Insurance) 

„ Do (Commission) 

„ Do (Brokerage) 

„ Balance (Transfenod to 
Ramanatham & Co a ^ ) 


To Balance b/d 


Us 

1 

a 

P 



Rs. 1 

H 

p* 

2,000 

0 

0 

By 

Cash 

1,100, 

0 

0 

12.5, 

0 

0 

>♦ 

Purchase 

4«K)' 

0 

0 




f* 

Isak (C'rodit sale) 

l.CHW 

0 

0^ 

1.5 

0 

0 

ft 

Stock unsold c/d 

400 

0 

0 

90 

0 

0 




1 


1,501 

0 

0 



! 

1 


.50 

0 

0 




1 


470' 

0 

0 




1 


2,‘too 

0 

0 



2,000 

o'o 

400 

0 

0 







Dr. 


R.imanath.iin & Co 


To Cash 
.. ('ash 


Balance Stock c/d 


Ks 
600 
l,47(t 
400 

2,470 


i p 
0 0 
01 0 
0 0 




0 0 


By Consignment 
' Inwards 

Transfer from Con 
Bignment Inwards 
a/c. 


By Baiaooe b/d 


Rs. a. 


2,000 0 

! 


1 

470 0 

0 

2,470 0 

0 

400l 0 

! 

_ 1 

0 
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jomtmmsBM 

ISvo or more pemons sometimes join together for some ps^rti- 
cular venture or speculation. It is in fact a temporary part¬ 
nership without the use of a firm name. The venture may be 
a Joint Consignment of goods, it may be the underwriting 
f of shares or debentures of a new company, it may be a specula- 
* tion in shares or any other similar enterprise. 

A may send a consignment of goods to B to be sold by B 
not as an agent but as a partner in that particular venture. 
B will get his agreed share of profit or if there is a loss, will share 
it accordingly. Recording this venture in the books of accounts 
would be just like a Consignment Account with this little 
difference that B would be credited not by his commission but by 
his share of profit. 

There may be all Sl>rts of arrangements between the parties 
regarding the carrying out of the venture. One party may 
supply the goods, the other may do the management. Or one 
or more parties may provide the funds—equally or unequally, 
another may manage the affair. Or again, someone may do the 
f buying, another may do the selling and the third may finance 
the venture. 

Joint Venture Accounts: 

When one party is appointed to manage the Joint Venture 
he does all the buying and selling. Apart from the agreed share 
of profit he may be allowed a commission on the sale or the 
purchase. In that case' all the transactions are recorded in the 
place of business. A Joint Venture Account is opened which 
is debited with the cost of the goods and all the expenses including 
the commission of thd managing partner and ci;edited with the 
sale proceeds. The other parties to the venture will remit their 
share of cost which will be placed to the credit of the personal 
accounts opened in their respective names. These accofints 
♦will be credited with theirshareofpsofit or debited with the share 
''of loss. Remittance to these parties of the amounts due to 
them will close the personal accounts. 

Sometimes a separate set of books is maintain^ and a Joint 
banking account is opened. In such case the recording of the 
transactions are just like partnership transactions. Each partner 
is credited with his contribution. There may be provision of 
charging inter^t on the capital. 
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When transactions are done by difier^t parties no separate 
set of books are maintained. party opens in his books an 

account for the Joint Venture and records his own transactions 
on account of the venture in that account. On completion 
of the venture each party renders to the others a statement of 
his transactions. From tiiese statements each party completes 
the Joint Venture Account in his books. His own share of 
profit or loss is then transferred to his own Profit & hoss Account 
and the other parties' share of profit or loss are transferred to 
their personal accounts. The balance in the personal accounts 
in each party’s books will show the relative position and remit¬ 
tance from one to the other will close the personal accounts. 


Example 1: 

Ballav Bros, bought goods for Rs. 9,590/- and consigned them 
to Patel & Sons to be sold by them on a joint venture, profits to 
be shared equally. They also paid for cartage, freight and insu¬ 
rance Rs.660/-and drew on Patel & Sons for Rs. 4,000/- on account. 
The Bill was discounted by Ballav Bros, for Rs. 3,900/ Patel 
and Sons paid for dock dues, storage and rent Rs. 300/-. The i 
Sales realised Rs. 14,600/-. The latter forwarded a sight draft ^ 
for the balance due to Ballav Bros, after charging 5% commission 
on sales. 

Wiite up the accounts in the books of both the parties. 


In the books of Ballav Bros. 


Dr. .Joiut Account with Patel & Sons 



Rs. 

a 

P 


To C»«h—Cost of ! 





Goods 

9,600 

0 

O ' , By Patel A Sons 

„ Cash—Cartage, 
Freight, Insu- 

o 


ii 1 

" ! 

1 

Sale Proceeds 

• 

rauoe 

0 

O: i 


„ Pisoouut on 

Sill Beeeivable 

100 

0 

i; i 

01. ; 


u Patel A Sons 
'Bock Bues, 

Storage, 

Rtmt 300 

' 

0 

!! ' 

*. . 

o'i 

•1 

4 . 

Commission 726 

1,026 


„ Profit A Loea 
a/e. 1/2 share 

1,612 

8 

ii 

O'i 


„ Patel A Sous 

1/2 Share. 

1,612 

8 

1 1 

1 

0;i 

i <1 



14,600 

0 

1 



Cr. 


Bs. 


14,600 


P 


14,600 





Psud & ScuEu 




Bfl. 

|» 

P ! 



Be. 


p 


To Joint Aoooont 



i 


By Bill Reooivoble 


r; 



6alo Prooeeda 

14.500 

0 

i o! 


Aoooont 



0 







M Joint Account 




• 





1 

Dock dues. 






1 


! 

Storage, 





i 


1, 

1 

Rent —800 




■ 1 
1 
! 

1 


1 


Oommiaaion —725 



y 

i , 

i : 




Joint Account 




1 

! 1 



i; 

11 

1/2 Share 

1,612 

8 

0 

I 




„ Bank—Sight 




1 

1 




ii 

Draft 

7,862 

8 

0 

t 

1 

j 

1 

1 

14,500 

0 

0|' 

ii 



1 

0 


Dr. Cash Book Cr. 


1 

! Bb. ;a p i 



1 Ra. 

a 

iTo Bill Receivable 

1 1 i i 


By Joint Account 



1 Diacount—Ra. 100 

1 3,900 O! 0! 


Cost of goods 


0 

1 Sight Draft from 

! ' ! 


„ „ Cartage, 



1 Patel & Sons 

1 

1 7,862i 8 0 

i ' ' 

; 1 
i i 


Freight, Insuranoe 

650 

1 

1 

1 



In the books of Patel & Sons 

Dr. Joint Account with Ballav Bros. Cr* 


i 

Bb. 

• 

p 

1 

1 


j Be. 

To Ballav Bros. 

• 



1 

1 

By Bank—Sale 

1 

Cost of goods 

2,500! 0 

0 

1 

I 

Proceeds 

114,600 

„ Freight, Insurance 





t 


etc. 

660! 0 

Oil 



,, Discount on Bill 






Receivable 

100 

0 

oil 



„ Bank—^Dook * 




1 



dues, Sotrage 




! 



Bent— 

300 0 

0 

t 

* 


„ Commission 

725i 0 

0 




„ ProGt A Loss 







Account 







1/2 Share 

1,612! 8 

0 




Ballav Bros. 







1/2 Share 

1,612 

8 

0 





14,600 

0 

0 



14,500 











Dr. Ballav Bros. Or. 



RB.a ip"| 

j 

Re. 

a 

Tv BUb Payable 

' 1 

; By Joint Account 



Aocounb 

4,000 0, 0 

1 Cost of goods 

9,600 

0 

„ Bank-Sight 

1 

1 „ Joint Account 



Braft 

7,S62 8 0|' 

Fr<*igt Insurance 

650 

0 


1 1 

„ Discount on Bill 




' 1 


Rpceivablo 

100 

0 


1 


„ Joint Account 




1 

! , ' 


1/2 Share 

1,612 

8 


11,862 0 

! 1 



11,862 

8 


Example 2 : 

M. Desai, B. Bose and 1*. Nayak enter into a Joint Venture, 
Profit and J.oss to he shared eritially. • B<.»ught goods from N. 
Joshi for Rs. 18,000 and from P. Nayak for Rs 4,500. Desai 
contributed Rs. 8,000, Hose Ks. 7,000, and Nayak Rs. 9,000 
which amounts weie de])o&ited in a Joint Bank Account. N. 
Joslii was paid by a cheque. Freight, rent and other expense 
paid Rs. 900. Part of the goods were sold on cash for Rs. 9,500 and ^ 
the balance was sold to J. Jones for Rs. 18,000 who accepted a 
draft for the amomit. The acceptance was discounted for Rs. 
17,600. P. Nayak was entitled to a commission of 5% for mana¬ 
ging the venture. Accounts w^ere settled w'ith the parties to 
the venture by cheque (iivc the Journal Entries and write 
up the necessary accounts. 




Journal Dr. Cr. 

I 



Rs. 

a. 

P 

1 Rs. 

a. 

P- 

Joint Account 

22,600 

0 

1 

0 


1 

1 


To N. Joshi 




18,000 

0 

0 

„ P. Nayak. 

• 

1 


4,600 

0 

0 

Being the cost of goods.^ 

1 




1 


! 

Bank 

24,000 

1 0 

0 

1 

! 


To M. Deasai 


1 

1 


8,000 

0 

0 

,, B. Bose 

1 

1 


7,000 

' o' 

0 

„ P. Nayak 



1 

9,000^ 

1 * 

0 

.Being the contributions by the 





1 1 


partis. 



i 


1 i 


V 
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4U 


M. Desai 

1 

i 8,741 

10 



B. Bose 

; 7,741 

10 

s;! 


P. Nayak 

j 15,616;i0 

8:1 


To Bank 

1 


1 32,100 

0 

Being the payments to the par¬ 
ties the amounts due to them. 

1 


'i 

1 

1 



Dr, 


Joint Account 


Cr. 


To N. Joshi—Cost of 
goods 

„ P. Nayak—Cost of 
goods 

„ C^ah—freight, rent 
and other osponsou 
„ Discount — 

„ P. Nayak —6% 
Commission on sale 
„ Profits transferred 
M. Desai—l/3rd 
share 74M0-8 
„ L. Bose—l/3rd. 

share 741-10-8 
,, P. Nayak l/3rd. 
share 741-10-8 


Us. 

a 

P ;i 

18,000 

0 

0 

4,600 

0 

o;: 

9(K) 

0 

oj, 

600 

0 

0: 

1,376 

0 

Oi,' 

• 

2,225 

0 

>1 

oi 
_,1 

27,600 

0 

oil 


:By Cash—sale 
! proceeds 

! „ J. Jones—sale 
I proceeds 


Bs. ;a 
9,600 01 
18,000 01 


27,500 


P 

0 

0 


0 


Dr. Cash Book Cr. 



■“ Us. 

'a 

p 

To M. Desai 

8,000 

0 

0 

„ B. Bose 

7,000 

0 

0 

„ P. Nayak 

9,000 

0 

0 

„ Joint Account 

9,600 

0 

0 

„ Bills Beceivable 




Account 

17,600 

0 

0 

1 

1 

, 


51,000 

0 

0 


1 



Bs. 

a 

p 

By N. Joshi 
. „ Joint Account 

18,000 

0 

0 

—Expenses 

900 

0 

0 

! „ M. Dewi 

8,741 

10 

8 

' „ B. Bose 

7,741 

10 

8 

: „ P. Nayak 

1 

15,616 

10 

8 

1 

1 

61,000 

0 

0 
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^ _ 

To GMh 


ll 


Dr. 


I 

|To Cash 

I 




M. Desai Cr. 


1 Rb. la ,p I 



Rs. 

a 

p 

8,74110, 

8 


By Cash 

8,000 

0 

0 

\ 

1 




„ Joint Account 




1 




l/3rd. share of 








profit 

741 

. 

10 

8 

•I 

00 

10 

8 

1 


8,741 

10 

8 



, 

1 _ 






^ j 

i 





B. 

Bose 


Cr 

Rs 

a p 

1 

1 

Rs. 

a 

7,741 

10| 8 

1 

By Cash 1 

„ Joint Account | 

7,000 

0 

> 



l/3rd. share of j 





1 

profit 1 

741 

10 

7,741 10 8 

j 



7,741 

10 


Dr. 

iTo Cosh 


P. Nayak 


I Kb. a p 

I 10,616 10 81 By Cash 

I „ Joint Account 
goods 

„ Commis<uon 
„ Joint Account 
l/3rd share of 
, profit 


I 

I 

I 


16,616,10 


8. 



' Cr. 

Rs. a I p 

0,000 0 


.600 0i 0 

1,376 0| 0 


74110 
16,61610 


8 

8 


,||Example 3: ^ 

A & B altered into a speculative venture as. underwriters. 
They guaranteed the subscription at par of the entire issue of 
20,000 shares of Rs, 10 each of the General Construction Ltd. 
The profits were to be shared by them, A—2/3rds, B—l/3rd. 
In consideration of the guarantee the company would issue 
to them' 1,600 other shares of Rs. 10 each, fully paid. A advanced 
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money for the Registration Rs. 2,000, for printu^ of Prospectus 
Rs. 800, for Advartisement Rs. 1,!^. B contributed towards 
payment of I^gal Charges Rs. 1,100, Printing and Stationery Rs. 
300, Office rent Rs. 600, Salary of staff Rs. 900 and other Petty 
Expenses Rs. 160. The shares were not fully subscribed. The 
applications fell short by 1,800 shares. A took them on Joint 
Account and paid for the same. The 1,600 fully paid shares were 4 -^ 
issued to them as underwriting commission. They sold their 
entire holding at Rs. 9-8-0 less 8 annas per share for brokerage. 
The net sale proceeds were received by A for 1,800 shares and 
B for 1,600 shares. 

Write up the books of both A and B showing the final adjust¬ 
ments. 

In A’s Book 


Dr. 


Joint Account with'B. 


Cr. 


{To Catih r ,it i< >n 

„ ProsptutuH 
„ Advert iw'tnont 
„ B’b Aim (Hint 
IiOgat (ihargHi 
Pnnting & Staluim*ry 
OlHoe ftonl 
Halary to Stad 
Petty Exponw s 
,, Cash—cost ol 1,800 
Kharos of Its. 10 o.m }> 
„ Profit and Loss 

2/3nl. BliAro 
1 of prolits 
„ B*»A<iHmnt -l/3id. 
aharo of profit 


its. 

1 

p 1 


JU 

a 1 

"p 

2,000 

0 

ol 

i By Cash —Sale pruemU 


1 


800 

0 

0, 

of 1,8(M) Hhnrea at Ks. 




1,200 

0 

o' 

1 9-8 InsH brokerage 




1 


1 

8 annaM 

16,200 

0 

0 

I,KM) 

0 

o' 

„ B’h Account Sale 




300' 

0 

0 

proioeds of 1,500 

1 



(M)0 

0 

0 

M hares at Ks 0 8 iesa 




900 

0 

0 

8 annaa brokerage 

13.500 

0 

0 

150 

0 

0 



1 


18,000 

0 

0 

1 

1 

1 


1 

a.UM) 

1 

0 

0 



1 

i 
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EXBRG18E ; 


1. Explain the following tenns— 

(a) Consignor, (b) Consignee, (c) Del Credere Commission, (d) 
Outward Consignment. 

2. What is an (a) Account Sales, (b) Advance on Consignment ? 

How should an Advance on Consignment be treated in the ^ 

books ? 

3. How and when is a Consignment Account balanced and 
when does it api>ear on the Balance Sheet ? 

4. (a) How does a Consignment Inward differ from a Con¬ 

signment Outward ? 

(b) Explain the difference between a Consignment Inward 
and a purchase of goods. 

6. Define a Joint Venture. 

6. J. Moss & Co., I^ond(>n, Consign goods to the cost amount 
of £1,500 to their agent. J. vSolomon, Hongkong on which they 
pay freight, insurance and charges £55, drawing on him at 90 
days for £1,300. Tliey discount the bill at Lloyds Bank being 
charged £16 therefor. They receive Account Sales of the con- ^ 
signment for £1,729 less Agents Commission etc £71 and admft 
on the Bank of Hongkong for the balance. 

Record the above transactions in the books of J. Moss & Co. 

(London Chamber of Commerce). 

7. Mazda & Co. of Ceylon Consigned goods to Ram & Bros, 
of Lahore of the value of Rs. 5,000 and invoiced the same proforma 
at 20% above the c(»st plus freight etc. They paid thereon 
Rs. 120 for freight and cartage and Rs. 80 for insurance. They 
drew on Ram & Bros, for Rs. 2,000 as advance against Consign¬ 
ment and sold the bill for Rs. 1,950. They received Account 
Sales showing that three-fourths of the goods were sold for 
Rs. 6,200, and Ram & Bros.' expenses amounted to Rs. 175 and 
their commission to Rs. 30Q. The unsold Stock was valued at > 
actual cost and a 2 months draft was received from Ram & Bros. ' 
in settlement of the account to date. 

Show the transactions in the books of both the parties 
assuming that the original entry in the books of the consignor 
was made with the proforma invoice price. 

(Bombay University Inter.) 



8. On 1. July 1937 the Calcutta Firm of Ralli Bros, shi^^ 
100 bales of Jute costing Rs. 6,000 to their agent R. Thotna6» 
Melbourne for sale at best price obtainable there. The consignor 

Rs. 100 for freight and insurance on the above consignment. 
On arrival of the goods the consignee paid the following expenses. 

Duty and Landing .. Rs. 60 

« Cartage .. „ 25 

Godown Rent ,, 50 

On 31st December the goods were sold for cash Rs. 6,000 and 
forwarded the Account sales chaiging conuuission of 6%. 

Prepare the Account bales and show how the transactions 
will appear in Ralli Bros.' Ledger. 

(G. C. I. 1938 test.) 

9. L in Liverpool ship goods to B in Bombay invoiced on 
1.10,38 at 1,000 which includes freight and insurance £200. 
Their arrangements are :— 

(a) B is to sell goods at the best possible price and to 

, reimburse himself his charges including 6% comnii- 

^ ssion on sale price. 

(b) Remittance to be made bj’ T.T. 

(c) L is to be allowed 6% interest from the date of invoice 

to the date of remittance. • 

(d) Profit and Loss as disclosed by the Liverpool books 
are to be divided equally between the two parties. 

The goods arrived oy 25,11.38, and B paid duty Ps. 1,250, 
Landing, Clearing and Godown Charges Rs. 650, and sundries 
Rs. 150. The goods were sold on 28,2.39 and remittance made 
on 14.3.39 by T. T. 4^^ Is. 6d. per rupee. 

Show the Ledger accounts in Liverpool and Bombay. 

10. On 16 October Delmaine Bros. London shipped to Denni¬ 
son & Sons, Port Elizabeth, 60 cases of mixed Sheffield goods. 

“"TThese goods were invoiced proforma at £32-10s. per case. 

The London payments in connection with the Consignment 
were:—Insurance £10-12s; Freight £54-12s; Sundry Charges 
£3-168. 

The payments made by Donnison & Sons, in South Africa 
were :—Storage £16-I2s., Landing Charges £6-10s. 
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On I5th December Donmson & Sons sold SO cases of goods 
at £46 per case, on 17th December, £25 cases at £60 per case and 
on 19th December the balance of the consignment at £51 per case. 
All the above sales were effected for prompt cash. A Commis¬ 
sion is payable to Dennison & Sons at 2% on all sales plus 1^% 
del credere commission On the 1st November Delmaine Bros, 
drew a bill on Donnison & Sons for £1,000. This draft was duly I 
accepted. 

Prepare an Account Sales showing the result of the above 
consignment and show how the transactions would appear in the 
books of Delmaine Bros (1/ondon Chamber of Commerce). 


11, Black and White entered into partnership upon equal 
terms as to profits or losses of the Venture for the purpose of 
perfecting an invention with a view to its sale to a Syndicate. 
No interest was to be paid upon i»artncr’s capital Black con¬ 
tributed £300, and White £150 to cover the cost of experiments. 
White giving his personal service without salary. 

Upon the completion of the necessary experiments the pur¬ 
chases and expenses were found to have amounted to £478. 
Black then advanced a further sum of £50 and White paid £22 
for patent fees. 

The invention w'as sold by them to a syndicate for £1,000 
in casn which was paid to tliem and 1000 fully paid shares of £1 
each in the Syndicate 

White agreed to take over the stock of materials at an agreed 
valuation of £36 Black consented to take over 1000 fully 
paid shares at an agreed valuation of £50 

Prepare the necessary accounts. 


12. Prom the following particulars prepare the Joint Venture 
Account of A & B and the separate accounts of A and B. 

On Account Joint Venture with B 


A purchases goods for 
„ pays Freight 
,, pays Dock Dues 
„ receive Sale proceeds 
„ pays Commission 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 


10,000 

750 

140 

14,760 

1,000 


On account Joint Venture with A 


B receives rebate Rs. 60 

„ pays insurance premium Rs. 200 


t 







' The Jdnt Acoooitt Is m A's Books who , 

of the gross sale proceeds for hia troubles. The profits aud 
are Glared equally. ^ * 

Close the separate accounts by the nec^sary payments from 
one party to the other. 

13. Jones in I^ondon and Robinson in Quebec entered into a 
Joint Adventure in Timber, and the following transactions 
took place. 

June 1 Robinson bought Timber for cash ;£2,000. 

,, 1 Robinson paid freight and shipping diargea 

thereon £130. 

„ 1 Robinson drew upon Jones for £1,000 at two months 

after date 

,, 1 Robinson discounted the above Bill, receiving therefor 

£1,585, 

„ 15 The Timber arrived in Liverpool, and Jones paid 

dock dues, landing charges thereon £25. 

,, 20 Jones sold one third of the Timber for £850. 

L 30 Jones sold another third of the Timber for £900. 

^uly 15 Jones sold the remaining third of the Timber for £800. 

Pa 3 mient in each case was made by a bill at one month. 
Aug. 4 Jones met Robinson's Bill for £1,600. 

,, 20 The three bills received by Jones having been tluly 

met, Jones remits to Robinson a cheque in settlement. 

Draw up a Profit and Loss Account of the Joint Adventure, 
dividing the profit eqinilly between the parties Chargf‘ Jones 
with the discount on th^ Bill drawn upon him by Rouinson, 
Make out Accounts of Robinson and Jones, showing the final 
i^ttlement between tliftm. 

(Chartered Accountants) 

14. A obtained a concession to work a Tramway for 14 years. 
He sold it to a syndicate for £6,000, put in £1,000 as capital and 

appointed manager at £500 per annum. 

* ' B patented a new motor (right for 10 years), which was taken 
over and for which he was credited by the Syndicate with £2,000. 
fie was appointed Engineer at £400 per annum. 

‘ C brought in rest of the capital required £46,000. 

. The Permanent way cost £25,000 and the Plant 5c RolUng 
stock £12,000. 

39 



tt was agreed to write off 10% of tiie former eadi year aiu* 
reckon the life of the latter at 10 years. > 

After providing for repairs and renewals, but exduding Vf 
salaries of the manager and the engineer (which were paid) and 
all depreciation, the profits of the first 7 years averaged £8,00C 
a year, of the balance of which C was entitled to three fourtlr 
and A and B to the remainder in equal shares. i 

Draw up a balanced statement showing the position of the 
Capital Accounts at the end of the seven years, assuming nc 
debits for drawings and no credits for interest. 

(Incorporated Accountants) 



cittimt IX 

JOINT STOCK COMPANIES 


Business organiKitions take various forms. Private owueisllip 
is tbe most numerous. We have also seen how for vari<ms 
reasons two or more persons join together to fonn a partnership 
firm. I'requently requirement of Capital is a reason tlrat brings 
people together to join into partnership. 

There has been great development in industries and trade 
during the last hxindred years. With the economic develop¬ 
ment of all the countries human w'ant and need have very consi¬ 
derably increased This has caused great expansion of the 
market. And side by side competition between rival producers 
has also become verj' keen, barge scale industries bring some 
economy. Therefore large scale production necessarily became 
the rule One can say generally speaking, that the days of small 
industries are gone This is xvhere the sole proprietorship or 
even partncrslrip business meets with one gieat limitation—^the 
question of finance. Think of such undertakings as the Steam¬ 
ship Com])ai)]es, the Railw'ays, the Tramway Companies, or the 
Telephone, the (las and Ivlectiicity Companie.s The requirement 
of capital of these concerns are so great that individuals or even 
partneishii> linns could not finance such undertakings. 

We can get some idea of the size of the Capital that make 
railway undertakings p( ssible. It is said that the Cajntal^of tbe 
railway undertakings in England is roundly £1200,000,000. 
The road pro])er and the buildings cost them £800,000,000. It 
was estimated that preliminary expenses alone against which 
there is no tar, ble a.'^ets was something like £4000 per mile. 
Can any indivi al or even partnership provide that Capital ? 
There is another 'ery important point. Prudence tells you not 
to lock uj) all Ox’ the major part of your resources in your business. 
Supposing things went wrong' The sole proprietor or the partner 
is liable for ^he business debts to his entire fortune. Business 
enterprise is a game of risk bearing. 

If I told you "put in this business Rs. 10/- or Rs. 100/- or 
. Rs. 1,000/- or even more—^whatever you can conveniently spare 
and you will never be called upon to contribute any more in case 
■things went badly. When there is profit you will share in it. 
And you will not have to devote your time in looking after the 
business". If you were convinced that there was reasonable 
^prospect of this business being profitable you wrill prpbably 
invest some part of your spare money in it. You can now see 



Ail invitation to fht public to invest part of tbdr savii^ 
in an undertaking under such condition can make even the rail¬ 
ways possible. 

What is a Joint Stock Company? 

A Joint Stock company can be defined as "an association of 
individuals for the purpose of profit, possessing a common capital 
contributed by the mciubcrs composing it, such capital being 
commonly divided into shares of which each possess one or more 
and which are transferable by the owner,” Now let us see what 
all these mean. An a.ssociation or comjiany of individuals formed 
for the purpose of profit. They all contribute to the capital not 
necessarily equally,-- one takes as much share ol the capital as 
one wishes. And pUsuse note a j>oint of great significance— 
^are taken uji by a member is transferable You need not lock 
Up your money in pertietiiity. You lemain a [lart ]>roi)rielor so 
long as you want to and whenever you wish yon can sell your 
share to some one else and cease to be a nieinber. Further, 
Joint Stock Conqiany is an organisatifni in which the functions 
of management and risk bearing (ownership) are separated. 
Management is done by certain elected nietnbcrs from amongst 
the shareholders and not by all the shareholders. 

This in short, is the Joint Stock Company form of organisation 
which has been evolved by necessity and now occupies an im¬ 
portant position in the organisation of tiade and iiidustrj’ of all 
the countries. 

Joint Stock Com])anies were formed in England more than 
three hundred 3 ^ears ago. The East Incll.i Companj' w'bich came 
to India to trade but ev’entiially became the (Toverument of the 
country was a Joint vStock Company, '' liere 'were others as 
well. The Bank of England is a Joint Slock Company. Those 
Companies were fonned by Royal Charter or by .special Act 
of Parliament. Formation or incc'rj'oration of Joint Stock 
Company by individuals became possible by the Act of 1862. 
This has transformed the face of the world and is considered to 
be an invention of fiist rate importance. 

The T^aw govqpiiug companies registered in British India was 
incorporated in the Indian Companies Act (Act VII of 1913).* 
This followed the English Companii^ Consolidation Act 1908-17. 
Modifications were made in the English Act by the Act of 1929 
and in India the Companies Act was amended by the Act XXII 
of 1930, 



One can understand the necessity of all these 
is an organisation where the man^^ement is handMg 'plpb 
money. Individuals who contribute the capital do not take 
in the management. It is obvious therefore that lysw will try to 
give protection to the proprietors i.e., the shareholders a^*nst 
unscrupulous individuals who may come to the managem^t 
! and may defraud the shaieholders. Successive Acts have tried 
to remedy the defects of the previous Acts as those were revealed 
by experience. As Law is never a matcli for business man's 
ingenuity there lias been instances of great scandal in company 
affairs in various countries. Supposing Messrs. Cheatem atnd 
Crook form a joint stock company, induce the ])ublic to contribute 
the capital and then disai)pear to form perhaps another company ( 
Clearly there is the need for Law to govern the formation and the 
conduct of the compajiy. 

Once ail eminent British economist thought that Joint Stock 
Company l(»rm of organisation would not succeed. For if you 
do business with other jieople’s money you are not likely to be 
economical. That icar, however, has proved to be groundless. 
In point of fact. Joint Stock Companies have done wonders in 
commerce, trade and industry. But how far the attempt of Law 
to give protection to the shareholders have succeeded is a point 
which cannot be answered so easily. The Companies Act is 
designed to govern the formation, and the working of thfe joint 
stock companies. 


HOW ACCOMPANY IS FORMED 
Memorandum of Association . 

Those who are desirous of forming into a joint stock company 
must first piepare a document which will define the object of the 
Company. This document is called the Memorandum of Asso* 
ciation. The Memorandum of Association forms the consti¬ 
tution of the company. It is the charter of the Company, The 
I Memorandum must state— 

1. The Name of the Company with "Limited” as the last 

, word in its name. 

2. The province in which the Registered office of the Company 

' is to be situated. 

3. The objects of the Coin|»any. 

4. A declaration that the habiHty of the members is limited. 
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5. amount of the aham capital with which the company 
proposes to be registered and the divisions thereof into 
shares of a hxed amount. 

The Articles of Association: 

These are rules and regulations drawn uj) for the iutenial 
management of the Company. The Articles must be jirinted and 
divided into paragraphs. These are the sort of things generally 
dealt in the Articles of Association. 

1. Share Capital and how i1 is divided. 

2. Rights of each class of share-holders. 

3. Application, allotment and call—that is how share money 
-will be realised by the com])any. 

4. I''orfeiture of shares in case of failure to pay call. 

5. Transfer of shares. 

6. Underwriting Commission, 

7. Meetings of vShareholders. 

H. Votes of members. 

9. Directors—their (jualilicatioii, disciualiticalion, powers and 
remuneration. 

10. Accounts and audit. 

11. Dividend and reserve fund. 

12. Notice. 

13. •Managing Agents, their power, duties and remuneration, 
etc., etc. 

Those individuals who desire to form a company limited by 
share in accordance with the Iiidiati Companies Act, 1013, must 
sign their names in the Memorandum aiKl the Articles of Asso¬ 
ciation. They are called the signatories. There must be at 
least seven Signatories in the case of a Pul.Iic Company. In the 
case of a Private Limited Companj’, at leiist two. Kach signa¬ 
tory must also write against Ids name how' many shares he agrees 
to take. Signatures of the subscribers must be witnessed. 

Registration: 

The Company must be registered witli the Registrar of Jomt * ] 
Stock Compaiues. The Company will have its legal existence 
from the date of its registration. Company is a legal person in 
the eyes of the law and exists in perpetuity till it is wound up by 
legal process. Death or demise of any member does not affect 
its legal existence. 

The following documents are to be filed with the Registrar 
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of Stock Compaxiies who will issue a certificate 
poration on payment of the registration fee. ’ > > 


1. Memorandum of Association 

2. Articles of Association. 

3. A list of Directors. 

4. Consent of the Directors to act. 

6. A declaration that all the requirements of the Company's 
Act in respect of registration has been complied with. 

6. The situation of the Registered Office of the Company. 

In the case of a private company 3 and 4 are unnecessary. 


Certiflcate of Incorporation: 

This is the certificate issued by the Registrar of Joint Stock 
Companies stating that the Company is duly incorporated. From 
the date of incorporation the signatories together with such other 
persons who may become members of the company form a body 
corporate capable of exercising all the functions of an incorporated 
company, having a peipelual succession and a common seal. 
This certificate is a conclusive evidence tliat all the requirements 
) in respect of registration have been complied with. Private 
Company can commence business forthwith but a Public Company 
can only issue its prospectus inviting the public to apply for its 
shares. • 


Prohibition of Large partnership : 

Law does not allow too large partnership. Not more thau 
ten persons can join inito partnership for carrying on banking 
business, and in case of any other business which has for its 
object the acquisition*©! gain, no partnership can be formed with 
more than twenty persons, without being registered as a company. 
The object is clear. You know the power of the partners of 
a firm. Each partner has a right to take part in the management 
of the firm and he tan bind by his action other members of the 
partnership firm. Therefore too big.partnership becomes rather 
►^dangerous for all the partners. 

Kinds of Companies: 

There are three types of Companies— 

1. Unlimited company 

2. Company limited by guarantee 



3. limited by shares. adk again of two Idnds^ 

Private Company 
{b) Public Company. 

1u Unlimited Companies: 

These are the companies in which the liabilities of the 
members are unlimited. These are really like partnership in 
whicl you allow shares to be transferred and do not restrict the 
numbers. Such companies are now very rare. 

2. Company limited by guarantee * 

These are the companies in 'which the liabilities of the members 
are limited by the njcmoranduni to a specified amount. If the 
company is wound up and the creditors remain unsatisfied, the 
members will then contribute to the assels of the company up to 
the i^cilied amount as may be recpiired to pay off the creditors. 
These are also very uncommon. 

8. Company limited by shares ' 

In these companies the liabilities ol the members are limited 
to the value of the shares held by each of them. If such shares 
have been fully paid up the members have no further liabilities. 
You have agreed to purchase 10 shares of 100/- each of a limited 
company. You have paid Rs .')(»/- on each of these shares. 
If the company gets into debts and is being wound up you will 
remain liable to pay to the Company up to Rs. 50/- (the balance 
on each of the shares) but no more. If on the other hand you bad 
paid the full amount of your shares you Can never again be called 
npon to pay anything more, does not matter how great the debts 
of the company may be. This is undoubtedly a very great 
attraction of these companies and one of the main reasons why 
joint stock company became so poimlar In fact without some 
such protection the investors would not have ventured to become 
shareholders of Joint Stock Companies. 

The following pages deal -with this form of organisation— 
compan}' will mean company limited by riiares. 

Joint stock companies are of two kinds. 

(1) Public company and 

(2) Private company. 



The |>rmdpal dHtemice between the PnbUc cotnpa^^^jP^jie 
Private company are the following: ' 7^^' 

1. Any seven persons can join together to form a 
company. Any two persons can form a private company. 

2. Public company can have any number of members (^are- 
holders). In a private company number of members pmst 
not exceed fifty. 

3. Shares of a public company arc freely transferable. 

In a private company transfer of share is restricted (as in 
partnership). 

4. Public company can invite the jjublic to buy the share oi 
the company 

Private company must not issue any invitation to the 
public. 

One man Company * 

A company in which the whole or i>ractically the whole of 
the share is held by one person, only a few shares being issued 
to his nominees just to make up the minimum number required 
by the Act, may be called a One Man Company. The whole 
of the profit goes to him and he is in absolute control of the 
Company One man company docs defeat and render certain 
provisions of the Companies act farcical but as no public fund 
is involved no moral objection can be raised against tube un¬ 
restrained pow’er exercised by the person in control. 


Distinction between a Joint Stock Company and a 
Partnership Firm 

1. NUMBER OP MEMBERS : 

A partnership cannot consist of more than twenty persons 
or in the co se of a banking company, of mote than ten persons. 
Beyond this number it must be registered as a Joint Stock 
Company. 

Company—a Private Company must have at least two 
members but not more than fifty. Minimum number for a 
public limited company is seven, there is no limit as to the maxi¬ 
mum number. As no member can take less than one share the 
maximum cannot exceed the number of shares with which the 
company is registerd. 
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2. UABIUtY: 

In a partnership the liability of each partner for the partner¬ 
ship debt is unlimited. In a company the liability of each 
member is limited to the amount of shares he has taken. If these 
are fully paid he cannot be called upon to contribute anything 
more towards the com])any’s debt. If the shares are partly 
paid he may be called upon to pay the balance and there ends 
his liability. 

3. PERSONALITY ; 

Partnership is not a legal person—it is a mere collection of 
individuals. 

In a company .separate individuality of each member is lost 
in the personality of the company. In other words the company 
is a legal person distinct from its members. Therefore a company 
has a continued existence irresi)ectivc of death or change of share¬ 
holders. 

4. TRANvSh'KKAIJILITV OK SIIARKvS : 

A pdrtncr cannot transfer his share to any other ijerson 
without the consent of all the other partners and by tlie 
transfer a new partnership firm comes into existence in place of 
the old one. 

In a conijiany shares arc freely transferable. (In a 
private"* limited company shares are transferable under some 
restrictions). 

6. MANAC'.KMKNT : 

Iji a partneiship each ])artner has a ritjht to take part in the 
conduct of the business. 

In a company the shareholders elect 4 special body from 
amongst themselves and vest in them the, power to direct the 
conduct of the business—they are the directors. 

6 . RELATIONSHIP : 

Each partner is an accredited agent of tne other partners 
who are bound by all his acts done within the scoi)e of the partner¬ 
ship business. A creditor can proceed ‘ against the property 
of the finn as well as agahist the private property of each indivi¬ 
dual partner. 

A company is not liable for the action of the shareholder. 
A creditor can proceed only against the property of the company 
and not against the shareholders. 



7. CAPITAL : 

In partnerdiip the capital may be increased either by 
duction of fresh capital or accumulation of profit and decreased 
by withdrawals or losses. The capital of a company is fixed by 
the memorandum, Profit or I^ss being shown separately. The 
. capital can be increased or decreased according to the provisions 
^ of the Indian Companies Act. 

8 . AUDIT : 

Ill the case of partnership animal audit is not compulsory. 
In the case of Company it is obligatorj* under the statute. 

Prospectus: 

It has been said above that from the date of the incor¬ 
poration a Private Limited Company can commence business but a 
I’ublic Limited Company can only issue its pros])ectus. It cannot 
yet commence business A Prospectus is the document which 
the company publishes in order to attract subscribers It is the 
first official publication of the company after its incorporation. 
It is an invitation to tlic })ublic in the form of notice, circular or 
" papei advertisement to subscribe the shares of the company. 
It must be dated and signed by all the directors named therein 
and a copy of the piospectus must be filed with the Registrar 
of Joint Stock Company on or before the date of its publidhtion. 
Eveiy^ copy issued to the public must state on the face of it that 
a copy of the prospectus has been so filed. 

The prospectus must contain all matters whicli wor'd enable 
a prospective share-holder to form his own judgement as to 

whether he should invest in the shares of the company or not. 

# 

Contents of the Pros^etus: 

The prospectus must state the following (J^c 03). 

1 . The contents of the memorandum—when the publication 
is in the form of newspaper advertisement the contents of the 

^ memorandum need not be given. • 

2. The number of shares (if any) fixed by the articles as the 
qualification of a director and any provision in the articles as to 
the remuneration of the directors. 

3. The names, descriptions and addresses of the directors or 
proposed directors and of the managers or proposed managers. 

4. Any provision in the articles as to the appointment and 
remuneration of managing agents. 



tttitiimtim subscription on which the diiectots may 
pfO^d to allotment, and the amount payable on application 
and allotment on eadi share. 

6 . The number and amount of share which have been issued 
^frithin the preceeding two years as fully or partly paid up other¬ 
wise than in cash and the consideration for such issue. 

7. Where any issue of shares is underwntten, the names of the 
underwnleis and the opinion of the directors that the under* 
writers ha\e resources suliicient to discharge their obhgation 

8 . The names and .iddresses of the vendors of any jiroperty 
purchased or to be purchased and the amount payable to them in 
cash, shares or debentures as the consideration thereof 

9. And where the property aciiuired oi to be acquired has 
writhin two yea is prtccediiig such acquisition been transferred 
by sale, the lime at which such transfer took place and where the 
property is a busiiicss the profit that accrued Irom such business 
during each ot llie three \ears or shorter peiiod as the case may be 
prior to the accpiisition A balance-sheet of the business made 
up to a dtile not more than 90 days before the date of the issue 
of the prospectus shall be ajijiended to the jirospectus 

10. And the amount of jniichase money payable tor such 
property m cash, sliare oi debenture specifying the amount 
(if any) payable for Goodwill 

11. Underwiiting coiiiniissioii payable for efteetmg sale of 

shares and the amount payable to the managiiig agents as commi¬ 
ssion for subscribing oi ])iocuring subscription of shares or as 
discount on shaies ^ 

12 The .uiiount or estiinaled amount ol pieliminary ex}>etises. 

13. The amount, it any, payable to Promoter either in 
cash or sliaie.s and the consideration for avy such payment 

14. The date of, and parties to every material contract and the 
time and place at which those can be inspected 

15. The names and addresses of the auditors of the company 
(if nominated) 

16 P'uU particulars of the nature and extent of the interest**^.- 
(if any), of every director m the promotion of, or in the property 
to be acquired by, the Company, with a statement of all sums paid, 
or agreed to be paid to him in ca^ or share or otherwise, by any 
person to induce him to become or to qualify him as a director 
or otherwise for services rendered by him in connection with the 
promotion or formation of the company. 
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17. Where there are cUfiereat classes of ^ares. tl^ 

voting attached to each class. ^ 

18. Where the prospectus is issued by a company which h$Jk 
been canying on business, the prosi)ectus must set out a report 
by the auditors of the company with respect of the profits of the 
company and the rates of dividends paid to each class of shares 
in each of the three years immediately preceeding the issue of the 
prospectus. If no dividend has been paid to any class of shai^ 
holders in any of these years that point must be mentioned. 
If no accounts have been made up for any part of a j^eriod of these 
years ending on a date three months before the issue of the 
prospectus, a statement of that fact shall be made 

10. If any business is to be acquired out of the proceeds of the 
issue, the piospectus must contain report by the accountant as 
to the profits made in the business during the pieceeding three 
years. 

Statement in lieu of Prospectus ‘ 

A Public Company which docs not issue a prospectus hiust 
file with the Registrar a Statement iv hen of Pt aspect us before it 
makes the first allotment of shares The particulars required 
are more or less sinnlcir to those of the prospectus. The 
statement in lieu of pros^iectus must be signed by the directors. 

Application for Shares: 

The prospectus generally contains an application form whidi 
the prospective buyer may use for his apfilication foi membership. 
All application is a proposal for membersliij) of the comjiany by 
an intending member. He wall sign the application and along 
with the application tnoiiey send it to the Registered Office of 
the Company More ‘commonly the applicatarin money is sent 
to the Company’s Banker w^ho issues a receijit to the applicant. 
The appli* ation money must not be less than five per cent of the 
nominal value of the shares. All money received from the appli¬ 
cants for shares shall be deposited and ke])t in a .Scheduled Bank 
until certificate to commence business is obtained (or until 
returned under certain circumstances). Sec, 101 (2B). 

Allotment of shues: 

Allotment is the acceptance by the company of the proposal 
for membership as made by the application. As soon as the 
application list is closed the directors shall proceed to allot the 
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sharffi. I/Cgally allotment is the acceptance by the company of 
the oiler by the applicant to be a member of the company. 
Allotment therefore completes the contract. As soon as the shares 
are allotted the apph’cant becomes a shareholder or member of 
the company. The intimation that his offer to become a member 
has been accepted is given by a letter of allotment. The letter 
of allotment is tlierefore a contract between the company and its f 
share-holders. It is stamped with two annas adhesive stamp. 


Restriction as to aiiotment. (Sec 101) 

1 . No allotment shall be made of any share-capital of the 
com])any offered to the public for subscription unless— 

(fl) the amount .stated in the prosiiectus as the minimum 
amount which in the opinion of the directors must be 
raisetl by the issue of share capflal has been subscribed, 
and the sum of at least five per cent thereof has been 
paid to or leceived in ca.sh by the company 

(b) If no amount is so fixed and named, the whole amount 
of the share capital so offered for subscription, has been 
subscribed and the sum payable on application has been ) 
paid and received in cash by the Company. 


2 .'The amount so fixed and named and the whole amount 
aforesaid shall be reckoned exclusively of any amount payable 
otherwise than in cash. 

Tliis is the miniiiiiim subscription, that is, the amount which 
in the opinion of the directors must be raised by the issue of share 
capital. If no amount has been mentioned as the niinimum 
subscription then the whole amount of share capital offered is 
the minimum subscription. 

The directors sliall not proceed to allot the shares if the 
minimum subscription has not been received within a stipulated 
period and shall return the money to the applicants. 

Sec. 101 (4). If the conditions aforesaid (the minimum amount 
—^where named, or the whole amount) have not been complied ^ 
with on the expiration of one hundred and eighty days after the 
first issue of the prospectus, all money received from applicants 
for shares shall be forthwith repaid without interest and if any 
such money is not so repaid within one hundred and ninety days. 
after the issue of the prospectus, the directors of the company 
shall be jointly and severely liable to repay that money with 





436 


iiitex«st at the rate of seven per <»nt per aunnm from tbe ex|^* 
tion of one-hnndred and ninetieth day. 


A company is not obliged to issue to the public at a time the 
entire amount of share capital with which it is registered. As 
^ a matter of fact, more often than not, share capital is issued to the 
if public for subscription piecemeal The above re.striction as to 
allotment naturally will not apply to any allotment subsequent 
to the first allotment of shares offered to the public. 


Object of Restriction on Allotment 

The object of tliis restriction on allotment is the prevention of 
formation of mushroom companies or companies with insufficient 
capital. Previous to the Aniendnient Act of 1036, as soon as a 
company obtained th^ certificate of iiicorjjoralion it could at 
once proceed to allotment ol shares As there was no principle 
governing the raising of the minimum subscription it was often 
fixed at a ridiculously low figure Therefore allotment of shares 
and commencement of business and incurring of debts was possible 
with inadequate cayiital, often with disastrous consequence. 

There was another .serious drawback Money received with 
application from prospective .shareholders could be utilised even 
before the .shares were allotted ^ 

At present while fixing the minimum subscription the direc¬ 
tors must make provision for the purchase price of any property 
to be purchased out of the proceeds of the issue of shares, the 
preliminary expenses, commission, repayment of loanj taken 
for the above purpose and the working capital 


Sec. 101 (2) The matters for uhich provision for the raising 
of a minimum amount of share capital must be*made by the 
directors are the following, namely - 


(a) The purchase price of any property purchased or to be 
purchased which is to be defrayed in whole or in part out of the 
proceeds of the issue 

4 * (b) Any preliminary expenses payable by the company and 

any commission so payable to any person in consideration of 
his peeing to subscribe for, or of his procuring or agreeing to 
procure subscription for any shares in the company. 

(c) The repa 3 nment of any money borrowed by the company 
in respect of any of the foregoing matters and 

(d) Workiiig Capital. 
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{auj iui mostejs received from appUcants for idtarei^ 
^ shall be deposited and kept in a Scheduled Bank as defined 
in the Reserve Bank Act 1934 until returned in accordance with 
the provisions of sub-section (4) (when minimum subscriptioxi is 
not raised), or until certificate to commence busine^ is obtained 
under Sec. 103. 

Restriction on Commencement of business : 

A public limited company cdJinot commence business until 
it has obtained a certificate fiom the Registrar to that effect. 

Sec. 103 (1). A Company shall not commence any business 
or exercise any borrowing power unless— 

(a) Shares held subject to the i)ayineut of the whole amount 
thereof in casli have been allotted to an amount n()t less in the 


whole than the niinimum subscnptioii; and 

(b) ever}' director of the com^iany has X)aid to the company 
on each of the shares taken oi contracted to be taken by him 
and for which he is liable to pay in cash, a pro]>oition equal to 
the proportion payable on application and allotment on the shares 
offered for iniblic subscription, or in the case of a company which 
does not issue a prospectus inviting the public to subscribe for *' 
its shares, on the shares playable in cash , and 

(c) there has been lile(i with the Registrar a duly verified 
declaration by the secretary or one of the directors, in the pres¬ 
cribed form, that the aforesaid conditions have been complied 
with; and 

(d) in the case of a conqiany which does not issue a pros¬ 
pectus inviting the public to subscribe \or its shares, there has 
been filed with the Registrar a statement in lieu of prospectus. 

(2). The Registrar shall, on the filing of & duly verified declara¬ 
tion in accordance with the iirovisious of tins section, certify that 
the company is entitled to commence business, and that certi¬ 
ficate shall be conclusive evidence that the company is so entitled. 

After the Registrar has issued the Certificate of Commence¬ 


ment the company can commence business and exercise its 
borrowing power. 



In connection with the prospectus one or two other things 
were mentioned that need explanation. 


Vendor—(Sec. 94). 

For the purpose of Sec. 93 every person shall be deemed to 
be a vendor .who has entered into any contract abeolnte or 
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conditional, for the sale or purchase, or for any option of purchaiO^ 
of any property to be acquired by the company, in any case 
where:— 

(a) the purchase money is not fully paid at the date of issue 
of the prospectus; or 

, (b) the purchase money is to be paid or satisfied wholly or in 

part out of the proceeds of the issue offered for subscription by 
the prospectus; or 

(c) the contract depends for the validity or fulfilment on 
the result of that issue. 

Promoter: 

One who organises the formation or floatation of a company 
is called the Promoter. 

Shares issued otherwise than for cash : 

All the shares issued 1>3^ a company are not always issued for 
cash. A company may issue some shares otherwise than for ca^. 
Sometimes the promoter or the vendors are paid by issuing some 
shares to them. Purchase price of the pro]^rty sold to the Com* 

’ pany or remuneration for services rendered in connection with the 
promotion of the Company arc generally paid by shar^. Full 
information as regards such issue is to be given in the prospectus* 

Share Certificate— Sec. 108 of tlie act provides that— 

1. every company shall, within three months after the allot¬ 
ment of any of its shares (also debenture or debenture stock) 
and within three montlis after the registration of the transfer of 
any such shares (and debenture or debenture stock) complete and 
have ready for deliverj^ the certificates of all shares, debentures, 
and the certificate of all debenture stock allotted or transferred, 
unless the condition of issue of the shares (debenture and deben¬ 
ture stock) otherwise provide. 

»’foderwilt!iig Commlssioi): * 

^ ^ In order to make sure that the shares offered to the public 
are taken up the company frequently enters into agreement 
with persons who guarantee the issue, "nus is called under¬ 
writing. The underwTiters guarantee to take up the ^res if 
the public do not subscribe. This is reaUy an insurance against 
the risk of failure. The underwriters are paid a commission fos 
taking the risk either m cash or fully or partly paid up shares of 
37 



the company. This is called underwriting commission. In the 
case of a public company the amount or rate must be disclosed 
in the prospectus or statement in lieu of prospectus. In the 
case of shares not offered to the public for subscription it must 
be shown in a statement in similar form filed with the Registrar. 
Any other pajmient by way of commission or discount is illegal, 
but the company can pay the u.snal “brokerage" for a broker’s 
services. 

Preliminary Expenses: 

In the promotion or formation of a company some expenses 
are necessarily incurred. There is the legal expenses in connec¬ 
tion with the preparation of the Memorandum and Articles of 
Association and the preliminary contract (if any), the prosi)ectus 
etc. The Registration fee and stamp duty has got to be paid. 
Then there is the cost of advertising the prospectus and the cost 
of the stationery and satistical books and the cost of printing 
the documents etc. These arc called the j)reliminar>' expenses. 

Preliminary expenses is a cai)ital Ions and is therefore capi¬ 
talised in the first instance. But over a period of years (generally 
from 3 to 6 years) it is written off. The total amount of the 
preliminary expenses or so much of it as has not been written 
off n^st be shown separately on the assets side of the Balance 
Ji^heet. 

The amount or estimated amount of preliminary expenses 
must be stated in the prosiiectus. 

Advantages of a private company . 

Because a Public Company operates with public money some 
restrictions and obligations are imposed on from which a private 
company is exempt. Advantages of a private company are— 

1. Minimum number of members may be two instead of seven. 

2. Need not file a statement in lieu of prospectus. 

3. Restriction on commencement of business does not apply. 

4. No question of fixing*or naming the minimum subscription j 

and the application of the rules of the same. • 

6. No restriction on the appointment of directors. 

0. Statutory report need not be forwarded or filed with the 
Registrar (Statutory meeting need not be held) Sec. 77 (11). 

7 Balance Sheet need not be filed with the R^^trar or 
circulated to the members. 

8. Although the Balance Sheet must be audited, the auditor 
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need not be a qualified penon as is necessary in case of public 
company. 

9 Prohibitiou of voting by interested director does not apply 
(Sec. 91-B. 3). 

10. Prohibition regarding contract by agent of company in 

r 'which the company is an undisclosed principal does not apply 
(Sec. 91 D). 

11. Preference share-holders and Debenture holder cannot 
inspect the Balance Sheet. 

Except for these advantages both the private and public com¬ 
pany are subject to the same set of rules as provided by the Act. 

Statutory meeting and Statutory Report (Sec. 77). 

The Indian Companies Act provides tliat;— 

1. Every company limited by shares and every company 
limited by guarantee and having a share capital shall, within a 
a period of not less than one month nor more than six moutlis 
from the date at wliich the company is entitled to commence 
business, hold a general meeting of the members of the company, 
^which shall be called the Statutory Meeting. 

2. The directors shall, at least twenty one days before the day 
on which the meeting is held, forward a report (called the Statu¬ 
tory Report) certified as required by this section to every member 
of the company. 

3. The Statutory Report shall be certified by not less tlian 
twu directors of the Company, or by the Chairman of the direc¬ 
tors if authorised in this bahalf by the directors and shall slate— 

{a) the total number of shares allotted, distinguishing the 
shares alloted as. fully or partly paid up otherwise than 
in cash and stating in the case of shares partly paid up 
the extent to which they are so paid up, and in either 
case the consideration for which they have been allotted, 
(6) the total amount of cash received by the company in 
respect of all the shares allottee!, distinguishing as afore¬ 
said ; 

(c) an abstract of the receipts of the company and of the 
payments made thereout up-to-date within seven days of 
the date of the report, exhibiting under distinct headings 
the receipts of the company from shares and debentures 
and other sources, the payments made thereout, and 
particulars concerning the balance remaining in hand, and 
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an account or estimate of the preliminary expenses of the 
company showing separately any commission or discount 
paid on the issue or sale of shares; 

{d) the names, addresses and descriptions of the directors, 
auditors, managing agent and managers, if any, and the 
secretary of the company and the changes, if any, which . 
have occurred since the date of the incorporation; ^ 

(e) the particulars of any cojitract, the modification of 
which is to be submitted to the meeting for its approval, 
together with the particulars of the modification or pro¬ 
posed modification ; 

(/) the extent to which underwriting contracts, if any, 
have been carried out; 

{/?) the arrears, if any, due on calls from directors, managing 
agents and managers; ami 

(h) the particulars of any commission or brokerage paid or 
to be paid in connection with the issues or sale of shares 
to any director, managing agent or manager or a partner 
of the managing agent if the managing agent is a firm 
or if the managing agent is a private company, a director 
thereof. 

4. The Statutory report shall, as far as it relates to the 
shargs allotted by the Company, and to the cash received in respect 
of such ^ares and to the receipts and payments of the company, 
be certified as correct by the auditors of the company. 

5. The directors shall cause a copy of the Statutory report 
certified as required by this section^ to be delivered to the 
registrar for registration forthwith after the sending thereof to the 
members of the company. 

The other subsections of the section tleal with procedure at 
the meeting. 

This section shall not apply to a private company. The 
vStatutory Meeting is the first general meeting (not the first 
annual general meeting) of the share-holders of the public limited 
company. This meeting i3 to be held vvithin six months from th^ 
date at which the company was entitled to commence businessT 
At least 21 days before the date of the meeting directors must . 
forward the statutory teport to the share-holders along with the 
notice of the meeting. Copy of the statutory report must also 
be filed with the R^istrar of Jomt Stock Companies (filing fee 
must be paid). The report must be signed by at least two direc¬ 
tors. 
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During the first few months after the commencement of 
business the company is not likely to do much trading. Rather 
this period is devoid mainly for the preparation. The Capital 
is raised and shares are allotted during this period. The direc¬ 
tors are required to report to the share-holders on these points. 

1. The total number of shares allotted. 

Distinguishing between 

(а) shares allotted for casli and 

(б) shares allotted as fully or partly paid up otherwise 
than m cash and the consideration for which they are 
so allotted. 

2. The total amount of cash received in respect of all sliares. 

3. A receipts and payments account made up to a date within 
seven days of the date of the report. 

4. Particulars of cash balance. 

5. Preliminary expenses. 

The auditom of the company must certify as correct, so much 6f 
the report as relates to the sliares allotted by the company and to 
the cash received in respect of such shares and to the receipts 
and payments of the company on capital account. 

Restrictioii on appointment of first director —(Sec. 84). , 

A person shall not be capable of being appointed director of 
a company by the articles (that is first director of the company) 
and shall hot be named as a director or proposed director of a 
company in any prospectus or in any statement in lieu of pros¬ 
pectus, unless before the registration of the articles, cr publi¬ 
cation of the prospectus or the filing of the statement in lieu of 
prospectus, he had 

( i) signed and filed with the registrar a consent in writing 
to act as such director; and 

{ii) either signed the memorandum for a number of shares not 
less than his qualifications (if any) or taken from the 
company and paid or agreed to pay for his qualification 
■ ^ shares or signed and filed with the Registrar a contract 
in writing to take from the company and pay for his 
qualification shares (if any) or niikde and filed with the 
registrar an affidavit to the effect that a number of shares, 
not less than bis qualification (if any) are registered in 
his name. 

This section shall not apply to a private company. 
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Power to dispense with ''Limited” or "Ltd” in certain oases-- 

Sec. 26 (1). 

Where it is proved to the satisfaction of the Local Govern¬ 
ment that an association capable of being formed as a limited 
company has been or is about to be foniied for promoting com¬ 
merce, art, science, religion, charity or any other useful objects, 
and prohibit the payment of any dividend to its members, the 
local government may direct that the association be registered 
as a comjjany with limited liability, without the addition of the 
word "Limited” to its name, and the association may be regis¬ 
tered accordingly. 

Letter of Regret: 

When a company does not allot any share to an applicant 
for reasons of over subscription or otlferwise it sends to the 
applicant what is called a "Letter of Regret." 

Return as to Allotment: 

Within one month of the allotment the company shall file 
w'itli the Registrar of Joint Stock Companies a return as to 
allotments. Sec. 104 provides : 

h. whenever a company having a share capital makes any 
allotment of its shares, the Company shall, within one month 
thereafter :— 

{a) file with the Registrar a return of the allotments, stating 
the number and the nominal amount of the shares com¬ 
prised in the allotment, the nanifs, addresses and des¬ 
cription of the allottees, and the amount (if any) paid or 
due and payable on each share; and 

(6) ill the case of shares allotted as fulfy or partly paid up 
otherwise than in ^cash produce for the inspection and 
examination of the Regi.strar a* contract in writing conJ 
stituting the title of the allottee to the allotment together 
w'ith any contact of sales, or for services or otlier con¬ 
sideration in respect of which that allotment was made, 
such contracts being duly stamped, and file with the 
Registrar copies verified in the prescribed manner of all 
such contracts and a return stating the number and 
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uominai amount of shares so allotted, the extent to which 
they are to be treated as paid up and the consideration 
for which they have been allotted. 

Shares: 

The Shares in a company are personal estate of the member 
) transferable in the manner pro\dded by the Articles of the 
Company. Each share in a company must be distinguished by 
its appropriate number. A company cannot purchase its own 
share. 

Transfer of shares: 

Unless the Articles restrict or forbid shares are transferable 
either by deed or by an instrument in writing signed by the trans¬ 
feror and the transferee and such transfer must be sexit to the 
Company's office for registration. The transferee’s name shall 
then be entered on the Register of members as the holder of 
the shares. The company generally charges a fee for registering 
transfers. This income is shown in the company’s books as 
“Transfer fees’’. The transferor's liability on the partly paid 
shares remains for one year from the time when he ceased to be a 
member, if the transferee fails to pay. 

Issue of Shares at a Discount; 

It shall be lawful for a company to issue at a discount shares 
in the Company of a class already issued : 

Provided that— 

(a) the Issue of the Shares at a discount must be authorised . 
by a resolution passed in general meeting of the Company 
and must be sanctioned by the Court; 

{b) the resolution rnust specify the maximum rate of discount 
(not exceeding ten per cent in any case) a't which shares 
are to be issued; 

(c) not less than one year must, at the date of issue, have 
elapsed since the date on which the company was entitled 
^ to commence business; and 

{d) the shares to be issued at a discount must be issued within 
six months after the date on which the issue is sanctioned 
by the court or within such extende<i time as the Court 
may allow. 

Every prospectus relating to the issue of the shares and every 
balance sheet issued by the company subsequently to the issue 
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of the shares must contain particulais of the discount allowed on 
the issue of the diares, or of so much of that discount as has 
not been written off at the date of the issue of the document 
in question (Sec. 106A). 

Issues of Redeemable Preference Shares: 

A company limited by shares may, if authorised by its f 
articles, issue preference shares which are liable to be redeemed ; 

Provided that— 

(a) no such shares shall be redeemed except out of profits 
of the company which would otherwise be available for 
dividend, or out of the proceeds of a fresh issue made for 
the purposes of the redemption, or out of sale proceeds 
of any property of the company ; 

{b) no such shares shall be redeemed unless they are fully 
paid; 

(c) where any such shares are redeemed otherwise than 
out of the proceeds of a fresh issue, there shall out of 
profits distributable be transferred to a reserve fimd, 
to be called "the Capital Redemption Reserve Fund”, a 
sum equal to the amount applied in redeeming the shares ; 

{d) where any such shares arc redeemed out of the proceeds 
of a fresh issue, the premium, if any, payable on redemp¬ 
tion must have been provided for out of the profits of the 
company before the shares are redeemed. 

There shall be included in every balance sheet of a company 
which has issued redeemable preference shares a statement 
■ specifying what part of the issued capital of the company consists 
of such shares and the date on or before which those shares are 
liable to be redeemed or, when no definite date is fixed for redemp¬ 
tion, the period of notice to be given for redemption (Sec. 106 B). 


DIRECTORS 

f 

The management of the company is in the hands of the Board ♦' 
of Directors. The Company’s Act provide some very important 
checks upon the directors. 

Loan to Directors: 

Section SOD forbids granting of any loan or guaranteeing any 
loan made to a director, or to a firm of whidh such director is a 
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partner, or to a private company of which such director is a 
director. 

A banking company and a private company other than a 
subsidiary of a public company are exempt from the section. 

. .Office of Profit: 

Section 86E prevents a director from holding any office of 
profit under the company except that of a managing director, 
manager, legal or technical adviser or a banker without the con¬ 
sent of the general meeting of shareholders. 

The office of a managing agent is not to be deemed as an 
office of profit for the purpose of this section. 

Restriction on Contract with company : 

Section 86F forbids *(a) a director of the company, or (6) the 
firm of which he is a partner or (c) any partner of such firm or 
(rf) the private Company of which he is a member or director 
from entering into any contract with the company for the sale, 
purcha.se or supply of goods, except with the consent of the 
V directors. 

Any contract existing before tlie commencement of the 
Amending Act will not be affected by the section. 

• 

Directors cannot be relieved from Liability : 

Sec 86C renders void any provisions in the Article or any 
other contract relieving any director, manager, officer or auditor 
of the company from liabiUty in respect of any negligence, 
default, breach of duty or breach of trust of which he may be 
guilty in relation to ^e Company. 

a 

Removal of Direetors : 

Section 86G empowers the shareholders by an Extraordinary 
Resolution to remove any director Uable to retire by rotation 
before the expiration of his period of office, and to appoint another 
. iirector in his place by Ordinary Resolution. 

Restriction im Sale of OndertaklDg by Directors : 

Section 86H prevents the directors from disposing of the 
undertaking of the company or from remitting any debt due 
by a director without the consent of the shareholders in general 
meeting. 
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Conditions under whieh offiee of Director will be vacated : 

Section 861 lays down the conditions under which the office 
of a director will be deemed to be vacated, viz.— 

(a) if he fails to obtain qualification shares within the time 
pre.scribed by the Act or at any time ceases to hold quali¬ 
fication shares ; or 

(h) fails to pay calls within six mouths from the date or 
such calls, or 

(c) takes any loan or guarantee from the company contrary 
to the provisions of the Act, or 

(d) enters into any contract with the company for the sale or 
purchase of goods without the consent of the directors, or 

{e) accepts or holds atiy prohibited office of profit without 
sanction of the sliareholders in general meeting, or 

(/) absetits himself from three consecutive meetings of the 
rlirectors or from all the meetings of the board for three 
moutlis continuously whichever is longer without sanction 
of the board, or 

is adjudged an insolvent or is found by the court to be of 
unsound mind. / 

These are some of the provisions of the Act w'hich aim at pre¬ 
venting the directors from abusing their pow'ers. 

• 

Register of Contracts by Directors : 

Section 01A (3) requires a register to l)e maintained contain¬ 
ing particulars of all contracts or arrangements in which any 
director is directly or indirectly concerned and the same to be 
oj^ened for inspection b}-' any member at the registered office. 

t 

Voting by interested Director: • 

Section 91B. A director who is interested in a contract 
must not vote when such contract is considered in the board 
meeting. • 

Two thirds to retire by rotation ; 

Section 83B (2) provides that not less than two thirds of the 
directors shall be liable to retirement by rotation notwrithstanding ‘ 
anytliing contained in the Articles. This provision does not apply 
to a company incorporated before the commencement of the 
New Act if its Articles provide otherwise, nor does it apply to a 
private company. 
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Company directors are rather reluctant in giving informations 
about the business of the company to the shareholders. Tliat 
attitude is sought to be justified on the ground that the secrets 
of the Company will thus become known to the competitors. 
The directors are no doubt the trusted officers of the company, 
but there can be no moral justification in witliholding infor- 
<J mations regarding the business from the shareholders who are the 
proprietors of the company. 

Profit and Loss Account to accompany Balance Sheet; 

Section 131 now requires the directors to lay before the share¬ 
holders in general meeting a Profit and Loss Account along with 
the Balance Sheet each year. 

The old practice dies hard. The sort of Profit and Loss 
Accounts that accomi^any the Balance Sheet cannot be said 
to impart much informations to the shareholders although the 
requirements of the Act is complied with. 

Report of Directors : 

* Section 131 A. Directors are required to submit a Report 
along with the Balance Sheet regarding the state of the company's 
affairs and to mention therein the dividend they propose and 
the amount they recommend to be carried to reserve. 


MANAGING AGENTS 

The Indian Company's Act was modelled after the fashion 
of the English Act. But the special arrangement for company 
management known ^ the Managing Agency is not known in 
England. In the last century companies were promoted and 
capital raised in England for the purpose of trade and commerce 
in other countries. A system was evolved by which the 
whole management*was given over to some individual, firm or 
company vrho would carry out the object of the company 
ts Managing Agents. The Managing Agents would get their 
commission as well as office expenses. Ttds system became very 
common in the East. The Indian companies also favoured the 
managing agency system and many companies began to operate 
under contract with the Managing Agents. 

The Ammending Act of 1936 took notice of the Managing Agents 
for the first time and introduced clauses relating to their appoint- 
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ment, continuance and dismissal. Formerly the Managing 
Agents used to be appointed for life in case of an individual 
and in perpetuity in case when the Managing Agency was given 
to another company. They” were irremovable and were not 
under the control of the directors. That undoubtedly was a 
situation in which abuse of power by the Managing Agents would 
not be unexpected. A Managing Agent is now included amot^ ■ 
the officers of the company and is defined as a person, firm or 
company entitled to manage the whole affairs of the company 
by virtue of an agreement and subject to the control and direction 
of the directors, except to an extent, if any, otherwise provided 
for in the agreement. 

The main provisions of the Act regarding the Managing 
Agents are as follows ; 

Dlintiion —Section 87A. 

(a) No new Managing Agent shall be appointed to hold office 
contitiuously for more than 20 years. 

{b) No existing Managing Agent can continue for more than 
20 years after the commencement of this Act, unless 
by way of reappointment. 

((;) Oil termination of office a Managing Agent is entitled 
to a charge on the assets of the company for all liabilities 
' or obligations properly incurred by him on behalf of the 
Company. 

These provisions do not apply to a private company unless 
it is a subsidiary to a public company. 

n 

Conditions applicable to Managing Agents— 

Section 87B provides— * 

(а) If he is convicted of certain iiou-bailable offence in connec¬ 
tion with the affairs of the company, a Managing Agent 
may be removed by a resolution at a general meeting 

(б) The office of the Managing Agents sHall be vacated if he 

is adjudged insolvent. . 

(c) A transfer of his office by a Managing Agent shall be^ 
void unless approved by the company in general meeting. 
But in the case of a Managing Agents firm a change in the 
partners shall not be deemed to operate as a transfer of 
office so long as one of the origiual partners continues 
to be a partner. 

{d) A charge or assignment of his remuneration or any part 



theieof effected by a Managing Agent shall be void as 
against the company. 

The appointment and removal of a Managing Agent and 
any variation of his contract of management made after 
the commencement of the Amending Act (1936) shall not 
be valid unless approved by tlie company in general 
meeting. These conditions shall not apply to the appoint¬ 
ment of the first Managing Agents made prior to the 
issue of prospectus or statement in lieu of prospectus if 
the terms of appointment are set forth therein. 

Remuneratfoii of Managing Agents : 

Section 87C.—^VVhen a Managing Agent is appointed after the 
commencement of tlie Amending Act (1936), his remuneration 
shall be a sum based on a fixed percentage of the net annual 
profit of the company with provision for a minimum payment 
in the absence of or inadequacy of profit, together with an office 
allowance to be defined in the agreement of management. Any 
stipulation for remuneration additional to or in any other form 
than the remuneration specified above shall hot be binding on 
the company unless sanctioned by a special resolution of the 
company. 

Net Profit: 

The net annual profit has been defined as the profits calculated 
after allowing for all the usual working charges, interest on loan, 
repairs and outgoing, depreciation, bounties or subsidies received 
from Government or from a public body, premium on shares 
sold, profits on sale of forfeited shares or profits from tlie sale 
of whole or part of th^undertaking of the Company, but without 
any deduction of income-tax or super-tax or any other tax or 
duty on income or interest on debenture or otherwise on capital 
account or any sum which may be set aside in each year out of 
the profits for reserve or any other special fund. 

•fc. This section shall not apply to«a private company except 
• k subsidiary company of a public company or to any company 
whose principal bigness is the business of insurance. 

Loan to Managing Agents: 

Section 87D forbids any loan to tiie Managing Agents. It 
reads—^No company ^all make to a Managing Agent of the 
company or to any partner of the firm, if the Managing Agent 
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is a firm, orto any director of the private company, if the Managing 
Agent is a private company, any loan out of the money of the 
company or guarantee any loan made to a Managing Agent. 

Nothing contained in this section shall apply to any credit 
held hy a Managing Agent in a current account maintained 
subject to limits previously approved by the board of directors 
by the company with the Managing Agent for the purpose of the 
company's business. 

This does not apply to a private company unless it is a sub¬ 
sidiary of a public company. 

The Managing Agent shall not enter into a trading contract 
with the company except with the consent of three-fourths of the 
directors. 

This will not alTect any such contract entered into before 
commencement of the Amending Act, • 

Inter-Company Loans ; 

vSection 87Iv—No company under the management of a Manag¬ 
ing Agent shall make any loan to or guarantee any loan made to 
any company under management by the same managing agent. , 
Renewal of an existing loan or guarantee is permitted. This 
restriction will not apply to loans given by a company to its 
subsidiary. 

Inter-company Investments : 

Section 871*'' —prohibits purchase bj' a company (unless it is an 
investment company) of shares or debentures of a company under 
tlie same management unless approved by a unanimous decision 

of the board of directors of the purchasing company. 

« 

Restriction on Power of management: 

Section 87G.— A Managing Agent shall not exercise his power 
to issue debentures. His power to invest funds of the company 
is restricted. He is to act with the authority of the directors 
and within the limits fixed ,by them. ^ 

Section 87H ; 

Prohibits a Managing Agent from engaging in business 
competing with the business of the managed company. 

Section 871 ; 

Provides that the directors appointed by the Managing 
Agent shall not exceed one-tbird of the total number of directors. 
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MBETINOS AND RESOLUTIONS 
Annual General meeting: 

Section 76 .—A general meeting of every company shall be held 
within eighteen months from the date of its incorporation and 
there-after once at least in every calender year and not more 
.than fifteen months after the holding of the last preceeding 
^general meeting. 

The fiist general meeting of the shareholders of a company 
is the statutory meeting (Section 77). Then there is tlie annual 
general meeting (Section 76) which ever>' company must hold 
once in every calender year. 

These meetings are called by the directors. The shareholders 
themselves may call an extraordinary general meeting. Section 
78 provides that notwithstanding anything in the articles the 
directors of a company shall, on the requisition of the holders of 
not less than one-tentli of the issued share capital of the company 
upon which all calls or other sums then due have been paid, 
forthwith proceed to call an extraordinary general meeting of the 
company. The requisition must state the object of the meeting. 

If the directors do not proceed within twenty one days from 
'' the date of the requisition to cause a meeting to be called, the 
requisitionists may themselves call the meeting. 

The Resolutions: 

Although the management of the business is left to the 
board of directors, the shareholders give their decision regarding 
the conduct of tlie businessJjy means of re.sohitions passed .>t the 
general meeting of the shareholders. 

Ordlnaiy Resolution: * 

A resolution passed by a bare majority of menlbers present 
in person or by proxy at a general meeting of which 14 days’ 
notice has been given is an Ordinary Resolution. The following 
business are usually transacted by means of Ordinary Resolution— 

. v (a) Adopting the Statutory Report, 

(6) Adopting the Balance Sheet and passing the Accounts, 

(c) Appointing Directors, 

(d) Electing Auditors and fixing their remuneration, 

{e) Declaring Dividends and sanctioning sums to be carried 
to Reserves. 

Authorising issue of shares at a discount, appointing and 
removing a Managing Agent are also done by ordinary resolution. 
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Special Resolution : 

A resolution will be a Special Resolution when it has been 
passed by a majority of not less than three-fourths of such 
members entitled to vote as are present in person or by proxy 
at a general meeting of which notice of not less than 21 days 
s})ecif3ring the intention to propose the resolution as a Special 
Resolution has been duly given. 

vSpecial Resolution will be required for— 

{a) Altering the company’s Articles of Association, 

(6) Reorganising the share capital, 

(c) Reducing the share capital, 

{d) Sanctioning payment of interest out of capital, 

[e) Appointment of inspectors to investigate the company’s 
affairs, etc. 

Extraordinary Resolution : 

This is one w'hich is passed by three-fourths majority at a 
general meeting of which notice of not less than 14 days speci¬ 
fying the intention to propose the resolution as an Extraordinary ^ 
Resolution has been duly given. 

Removal of a Director will require an Extraordinary Reso¬ 
lution. 


CAPITAL 

Share Capital: 

The money subscribed by the shareholders for the purposes 
of the company is the share capital. 

Registered, Authorised or Nominal Capital: 

The three terms mean the same thing. This is stated in the 
memorandum as the amount of the Share Capital with which 
the company proposes to be registered, hence the term Regis¬ 
tered Capital. This is the maximum’ amount of capital the^ 
company is authorised to issue. It is therefore also known as the 
Authorised Capital. But the company does not nece^rily issue 
the entire amount of the Registered or Authorised Capital. 
Frequently the Capital pc^sessed by the Company is only a portion 
of its Registered Capital which is thus the capital only in name. 
It is therefore also known as the Nominal Capital. 
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Issued Capital : 

This represents the number of shares that has been issued to the 
public for cash and to the vendors for consideration other than 
cash as fully or partly paid up. 

Subscribed Capital: 

i That part of the issued capital that has been subscribed and 
allotted to the public for cash or to the vendors as fully or partly 
paidfor consideration other thancashiscalledthesubscribedcapital. 

Called up Capital: 

Usually the share-holders arc called upon to make payments 
for their shares in instalments. The company does not nece¬ 
ssarily require the full amount of subscribed capital at once, 
so the share money is cgilled up as and when required. This facility 
for easy payment makes it possible for a very large section of the 
public to become share-holders. That portion of the subscribetl 
capital which the shareholders have been called upon to pay 
is known as the called-up capital. 

Paid-up Capital: 

Some sliareholders fail to pay the sum due when call is made. 
The amount of the called up capital which has actually been paid 
up is called the paid-up capital. The calls that have renfhined 
unpaid are known as “Calls-iii-Arrears” or "Calls unpaid”. While 
some shareholders may default there may be others who would 
pay the money in advance rather than be bothered from time to 
time with calls. Such pjfyment is known as "Calls-in-Advance”. 
Paid-up capital includes the shares issued to the vendors as fully 
or partly paid up, • 

Uncalled Capital: 

This is the amount of the capital remaining uncalled on the 
shares actually issued to the public or the vendors. 

► • 

. lleserve Capital; 

Sometimes the company may by special resolution decide 
that certain portion of the issued capital shall not be capable of 
bdng called up except in the event of winding up. That portion 
of the uncalled capital which is thus kept in reserve only for the 
purpose of paying creditors in windup up is called the Reserve 
Capital, 

38 
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Example: 

A company was formed with a capital of Rs. 1,00,000, in 
shares of Rs. 10 each. It issued to the vendors 2,000 shares as 
fully paid up in payment of purchase consideration. It offered to 
Uie public 0,(»00 shares payable Rs. 2-8 per share on application. 
Rs. 2-8 per share on allotusent, Rs. 2-8 per ^are two months 
later and balance as and when required. All the money was duly 
received with the excejjtion of call of Rs. 2-8 on 100 shares. 


In this case 

Authorised, Nominal or Registered 
Capital is 10,000 shares of Rs, 10 each 

Issued Capital 

8,000 shares of Rs. 10 each (2000 issued 

to the vendors GOOO issued to the public) .. 

s 

SuKscribed Capital 

2000 shares issued to vendors as fully 

paid up 20,000 

0000 shares is.sued to the jiublic 60,000 

Called up Capital 

2000 shares issued to the vendors as fully 

paid up 20,000 

6000 shares issued to the public Rs. 7-8 

per share called up 45,000 

Paid up Capital 

2000 sliares issued to vendors as fully 

paid up 20,000 

5900 shares issued to the public Rs. 7-8 

per share paid up 44,250 

KK) ^ares issued to the public Rs. 5 

per share paid uj) 500 


Rs. 


1,00,000 

80,000 


80,000 


65,000 


64,750 


Calls in Arrears 100 shares Rs. 2-8 per share .. 250 

Un-called Capital 6000 shares Rs. 2-8 per share .. 15,000 

SHARES i 

Share is the individual portion of a Joint Stock Company's 
capital owned by a share-holder. In order to satisfy the require¬ 
ment of the various classes of investors a comx>any generally 
issues different classes of shares. Some people may prefer a 
definite, though low, per cent of return on the money invested. 
Others again may think of higher return although it may not be 
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certain every year. The respective rights of the different classes 
of the share-holders are mentioned in the Memorandinn and the 
Articles of Associations of the company as well as in the pros¬ 
pectus. 


^ CLASSES OF SHARES 

Ordinary Shares are those which do not confer any special 
previlege, but entitle the holders to surplus profits that may be 
available after all the preferential rights, as to dividend have 
been satisfied. 

Preference Shares are those that rank in priority to any other 
classes of shares for a fixed dividend out of the profits. Prefer¬ 
ence Shares may be preferential as to dividend or capital or as 
to dividend and capital hotli. A preference it' respect of capital 
gives the right to return of capital in tlie event of winding up, 
in priority to other classes of shares. Preference shares are always 
cumulative as to dividend nnle.ss the company’s Articles otherwise 
provide. They are not, however, preferential as to capital 
^nless it is definitely stated. 

It must be clearly understood that the preference share¬ 
holders cannot claim their dividend as a matter of right even 
though the compan 3 ’’ has made profit. Dhddends are pay«.ble 
only when sanctioned by the share-holders in general meeting. 
Dividends are proposed by the Directors and are .sanctioned by 
the share-holders. If dividend, for any year or year;’ have 
remained unpaid, the entire arrears must be paid first before 
any di\ddend can be paid to the ordinary share-holders. That 
is to say, unjiaid dividends accumulate for payment in the future 
w'hen there is profit and when sanctioned by the share-holders 
in the general meeting. It is within the reasonable discretion 
of the Directors to provide for proper reserves for contingendes, 
for equalisation of dwddend or for providing additional working 
capital before recommending any dividend. If there are arrears 
f") dividend on the Preference Shares,* the fact should be men¬ 
tioned by way of note on the balance sheet as a contingent lia¬ 
bility. 

Preferred Ordinary Shares are those which have a right to a 
fixed dividend after the payment of dividend to the preference 
share-holders. 
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]>eferred Ordinary Shares are those which rank for dividend 
after the preferred ordinary share. These are usually entitled 
to the profits then remaining. 

Redeemable Preference Shares. The Indian Companies’ Act 
1936 provided for the first time that a company can issue re¬ 
deemable preference shares if so authorised by its articlej^ 
Redemption can be made from the specific reserve created for 
that purpose out of distributable profits or out of the proceeds 
of a fresh issue made for that i>urpose. 

Participating Preference Shares are those which give to the 
holders a right to share in the surplus profits in addition to the 
fixed preference dividend, after all the other share-holders have 
received a specified rate of dividend. They may also have a 
further right to i»articipate in the surplus asset on the winding 
up of the company. 

Founders Shares are generally issued to the founders or pro¬ 
moters of the company. These are also sometimes issued to the 
vendors. The right to dividend on these shares is usually deferred 
to all other classes of shares. They are generally entitled to 
the whole or a very large portion of the surplus profits after the 
prior claims have been satisfied 

Stock —Fully paid up shares may be converted into stocks. 
The difierence between shares and stock is that shares are 
transferable only in their entirety. .Stocks may be transferred 
in fractiotial parts. Shares may be only partly paid, but stock 
mast always be fully paid. Shares are,numbered—stock is not. 


DEBENTURES 

t 

Debentures —^The trading Company has an implied power 
to borrow money. The usual way in. which a company borroT^s 
money is by issue of debenture. 

Del>eutures are loans to a Limited Company bearing a fixed 
rate of interest. The principal may be repayable after a certain 
number of years or may be irredeemable during the existence 
of the compan 5 ^ Large companies, sneb as Railways where 
])ermanent loan serving the purpose of capital is necessary 
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issue irredeemable debentures. The interest on debentures is 
payable yearly or half-yearly. 


Simple or Hacked Debentures are those where no security is 
^iveu for payment of interest or repayment of principal. 

S« i 

•d 

Mortgage Debentures are those which are secured by a char^ 
either on the w'hole or part of the company’s property. 


Floating Debentures are those which are secured by a floating 
charge on the company's assets. 

Redeemable Debentures are those which are repayable at the 
end of a specified period. 






Bearer Debentures are debentures payable to bearer, 
are trnasferable by simple delivery. • 

’J 


These 


Registered Debentures are debentures registered in the name 
of the holders in the books of the company and the traujifers 
also must be registered in the books of the comijany as in 
the case of shares. 


Debenture Stock is the Series of debentures consolidated into 
one sum. Debentures may not be fully paid but debenture 
stocks must always be •fully paid. Debenture loans are trans¬ 
ferable only in entirety but Debenture Stock may be transferred 
in fractional parts. 

Difference between a Share-Holder and a Debenture-Holder: 

'V A share-holder is an owner of the company; a debenture 
holder is a creditor. A share-holder shares in the profits of the 
company; the debenture-holder gets the interest on the 
money he has lent. If there is no profit the share-holder gets 
nothing; but the debenture-holder get his interest whether 
there is profit or not. The dividend is appropriation of profits ; 
the debenture interest is a charge on the profit. 
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1SSU£ OF SHARES 

Shares may be issued at par, that is, at a price equal to their 
nominal value. They may be issued at a premium that is, when 
a share of Rs. 100 is issued for Rs. 105. They may be issued at 
a discount under certain conditions as has been explained earlier 
that is, a share of Rs. 100 may be issued for Rs. 95. 

Terms of payment are generally by instalments, that is, a 
Rs. 10 share may have to be paid for as Rs, 2-8 on application; 
Rs. 2-8 on allotment, Rs. 2-8 on first call and Rs. 2-8 on final call. 

Generally the application letter together with the application 
money is sent by the intending share-holder to the company’s 
bankers. It is to be noted that all application moneys received 
by the company must be kept deposited in a Scheduled Bank. 
The Banker writes up a separate Pass Book with these receipts 
and sends it to the company with the application form from 
time to time. 

Upon receipts of the application forms and the Pass Book 
the company makes its own record in the Pinancial Books as well 
as the Statistical Books. As the number of share-holders in a 
company is generally very large, entries regarding the share'' 
capital are made in the Pinancial Books, as far as possible in totals, 
detailed record regarding the holding of each share holder being 
kept in tlie Statistical Books. Ajqdications are serially numbered. 
Ihill details of each application viz., the number, the date, the 
name of the applicant with his address and occupation, the 
number of shares applied for and the amount of deposit received, 
all these are recorded in the “Application and Allotment Book". 

Entries in the Financial Books: i 

Ca^ Book is debited with the money received on Application 
and the Share Application Account in the General hedger is 
credited. The total amount standing to the credit of Share 
Application Account is then transferred to the credit of Share 
Capital Account by means of a Journal entry.- ^ 

Allotment of Shares: 

After the miiiiuuun subscription is reached, the Board of 
Birectors would proceed to allotment. Allotment completes the 
contract—^it is the acceptance by the company of the offer by the 
applicant to buy the share. Allotment, therefore, must always 
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be made by a resolution in the Board meeting, full particulars of 
which must be recorded in the Minute Book. 

On the allotment being made a journal entry is passed, debi¬ 
ting Share Allotment Account with the total amount of allotment 
money due from the share-holders and crediting Share Capital 
Account. As and when allotment money is received, Cash Book 
is debited and Share Allotment Account credited. If all the 
money due on account of allotment is received the Share Allot¬ 
ment Account will be left with no balance. vSo long as all the 
money due on allotment is not received by the company, tliere 
will remain a debit balance in the Share Allotment Account, 
being the amount due from the share-holders. This is called 
“Calls in Arrears". Similarly when Calls are made a journal entry 
is passed—Calls Account (first call, second call or final call as the 
case may be)—Dr. To, Share Capital Account. 

Then as call money is received Cash Book is debited—Calls 
Account credited. 

SHARES ISSUED AT PAR 

Example: 

A Limited company issued 20,000 Ordinary Shares of Rs. 10 
each, payable Rs. 2 i>er share on apjjlicatiou, Rs. 3 per share on 
allotment and Rs. 2-8 per share on each of the two subsequent 
calls. Shares were all subscribed and the money duly received. 
Make the necessary Journal and Cash Book entries, write Ledger 
Accounts and draw up the Balance »Sheet. 
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Journal 

I . ' ” 

;Application Account (Ordi- i 
j nary Shares) s 

’ To Ordinary Share Capital ' 
:Rs. 2 per share on 20,000 
iShares. 


Allotment Account (Ordi¬ 
nary Shares) I 

To Ordinary Sluire Capital ! 
;Rs. 3 per share on 20,000 I 
Ishares. 

I 

I 

i First Call Account (Ordinary 
Shares) 

To Ordinary Share Capital 
Rs. 2/8- per share on 20,000 
Shares. 

iSecond Call Account (Ordinary 
Shares. 

j To Ordinary Share Capital 
|Rs. 2/8 per share on 20,000 
iShares. 


Dr. 

Rs. a. 

! 

40,000' Oj 


60,000, 0 


r»o,ooo 0 


50,000; (► 


0 


0 


0 


0: 


Cr. 

RsT 


;a. 


I I 


40,000; 0; 0. 


60,000 


50,(»00l 0 0 


0 


0 


50,ooo; 0 0 


Casli Book 


;To Application A/c 

(Ordinary share) 
I Allotment A/c. „ 

I „ First Call A/c „ 

„ 8oc(m<l Call A/c „ 

I 

i 


Its. a ;p 
' 40,WK>: o! Oj 


(MMKKI, 0 
r)(>,(KK»' 0 
50,(KK> 0 


Bs. a,' p 



Application Account—Ordmarj^ shares. 


'To Ordy. Share Capital 


Its. . aj 
40,«00i 0 


BvCash 


Bs. . a p 


40,000' 


0 0 
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Allotment Account—Ordinary shares 


To Ordy. Share Capital 

Re. 

mooo 

a 

0 

1 

jByCaeh 





I 


ll8. I » p 
60,0U0! 0 0 


^ First call Account—Ordinary shares 


^ Be. 

»' Pil 

: 

To Ordy. Share Capital ' 50,000 

1 i i 

0! Oji 
; ■! 
i li 

! By Cash 

i 


liiT' a; P 

6U,000| 0,0 


] 

i 


Second Call Account (Ordinary shares) 



Rs. 

a| p 


Us. 


To Ordy. Sharo Capital 

50,000 

^ _ 

Oj 0 

j 

1 

By Cash 

I 

50,000 

1 




Ordinary Share Capital Account 


".. ~V ’ 

.. ’ 

Us. 

■ i 'l 

By Application A/c 

40,000 

1 i * * 

! 

„ Allotimmt A/c 
„ First Qill A/(! 

60,0(K) 

1 ' 

50,000 

1 ] . . 

I • ! '! 

_' ! 1 i- 

„ Second Call A/c 

60,000 


Balance Sheet 


Capitals Liabilitioal 119.! a p| 

1 ■ ► I' 

Ordinary Share Capital I > ‘ |! 

20,000 sliares of Rs. 10 i : ! '}. 

each fully paid ' 2,00* MX)i 0 0 1 



Property & AHsotH 


Coab at Bank 


nil. { 

2,00,0(K> 


a! p 


I 

Ul 0 

I 

I 


SHARES AT PREMIUM 

Example: 

" ) A Limited Company Usued 2,000 Preference Shares of Rs. 100 
each at Rs. 106 per share payable Rs. 26 jy&i share on application, 
Rs. 30 per share on allotment (including the premium) and 
Rs. 25 on each of the two subsequent calls. The shares were 
all subscribed and the money duly received. Make the necessary 
Journal and Cash Book entries, show the I^edger Accounts and 
draw up the Balance Sheet. 
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Journal 

Dr 

Cr. 

j 

Rs. 

a. p.i; Rs. j'a.lp. 

jApplication Account (Prefer- 


i i ^ 

j euce shares) 

50,000 

o;o: 1 ■' 

1 To Preference Share Capital 


1 ; 50,ooo; o; o 

• i ' 

iRs. 25 per share on 2,000 


: i' 1 i , 

'Shares. 

1 . 

' 

• : M 

! 

:Allotment Account (Preference 


■ 1 h 

' Shares) 

60,000 

o: oii . i 

To Preference Share Capital 


; i 50,000 0' 0 

:Rs. 25 j)er share on 2000 shares 


'1: ^ i 

i To Share Premium Account 


! 10,000' 0 0 

|Rs. 5 per share on 2000 shares 


: i. 1 : 


J I 

First Call Account (Preference , 
Shares) , 

j To Preference Share Ca])ital.j 
[Rs. 25 per share on 2,000 shares' 

1 I . PI , » I II I ■ I —I .. n ——- ii, 

I 1 

iSecond Call Account (Preference 
j Shares) 

,.} To Preference Share Capital 
jRs, 25 per share on 2,000 
ishares. 

I 



I 

o;. 



j 

I 

I • 

60,000! 0 0 
’ I 

I 

; I 

I ^ ■ 

I 

I 

) 

1 ' 


60,000; 0 0 





Cash Book 

Dr._ ___ 

j Receipts Rs.; a.jp.' 

■ To Ai)plication Account (Preference Shares) 50,000j 0 0 
,, Allotment Account—^inclutling 'the . 

amount on account, of premium (Prefer- ’ ! 

cnee Shares) j 60,000 0 0;^ 

„ First Call Account (Preference Shares) ! 50|000' 0 0; 

„ Second Call Accoimt (Preference Shares) j 60,000' 0 0 

' ; j 

' ; • 

I 

I ; ! 


I 
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Share Premium Account 







Ba. 

a! 





By Allotmont A/« 

10,000 



Preference »ShaTe Capital Account 



Bs. 

a 

i By Appliiiation A/o 

60,000 

0 

1 „ Allotmoiiti A/o 

50,000 

0 

1 „ First CaU A/o 

50,000 

0 

! „ Socond Call A/c 

60,000 

0 


Balance Sheet 


Capitol & Liabilitiea Rs. p. 

j 

Prwforonce Sharo Capitol j 

2,(K)0 shanw of Us. i(W)/- j ; 

each fully paid i 2,(K),(KK1 , j 

Sharo Premium , 1(>,(XK> Uj 0 


J’roporty & Asseto 
Cosh at Bank 



\ Hs: ’ia.'.p', 

I ' ' 

i 2,10.000‘ O' 0 

I II 


DEBENTURES AT PAR 

» 

The procedure for the issue of Debentures is similar to that 
of the shares. There is the aTmliratior) the nllotnient nnd the 
call. 


Example : 

A Limited company issued at par Rs. 80,000 Debentures in 
bonds of Rs. 100 each, payable 20 per cent on application, 
30 per cent on allotment and the balance three months later. 
All the money was duly received. Make the necessary Journal 
and Cash Book entries. 








464 


Journal 

I 

iApplicatioii A/c (Debentures) 

' To Debentures 

[20 per cent of Rs. 80,000. 


iAllotment A/c (Debentures) 
To Debentures 
130 per cent of Rs. 80,000 

I 

jCall A/c (Del)entiires) 
j To Debentures 
'50 per cent of Rs. 80,000 


Dr. 

Rs. ja. 
16,000 01 


24,000 0 


Cr. 

p.lj Rs. 

0 ) 

!' 16,0001 


40,000 0 


0 , 


0 


24,000 


40,000 


a.ip 


0 , 0 

! 


0 0 


0 0 


Ca.sh Book 



Jts 

.1. |i. 

i 


Us. ; a., 

'0 Applirtainit A/<’ 


! 



(OolHniliirt's) ; 

IS.OOO 

n u 

1 


i 1 

„ Allotinont A/<' | 


0 0 

; 


• ? 

.. Call A/c „ 1 

1 

1 

4(MKH) 

0 0 

; 


J ) 


DEBENTURES AT PREMIUM 

Ixampie : 

A IJiiuted Coin]>iiny issued Rs. 100 ,ooO Debenture bonds 
f Rs. 100 each at a premium of io per cent, i)ayable Rs. 30 
er bond on application (including the premium) and the Ijalauce 
11 allotment. The money was duly received. Make the neces- 
ary Journal and Cash Book entries. 


Journal Dr. Cr. 


! 

Rs.' 

a. p. 

Rs. 

a. p. 

iA]jplication A/c (Debentures) 

30,000 

0 0 



t To Debentures. 


j 

20,000 

0 0 


20 ]>er cent of Rs. 100.000 


' > 




To Debenture Premium 



10,000 

0 0 


10 |x*r cent on Rs. 100,000 


i 




Allotment A/c (Debentures) 

80,000 

0 0 




To Debentures 



80.000 

‘> 0 


80 per cent of Rs. 100,000 


j 


1 

; 

_j 
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Cash Book 

Rs. ; a. p. 

jTo Application A/c 30,000 0 0 

; (Dobenturm) including i 

. proraiunt I 

„ Allotment A/e 80,000 0, 0 i 

I . ' I ! * 

SHARES AT DISCOUNT 

Under certain conditions shares may now be issued at a dis¬ 
count (Sec. 105 A). When issued at discount tlie Share Cajntal 
will appear at the full value, the discoimt allowed appearing as 
a debit balance in the Discount Account. In the Balance Sheet 
the Discount will ap])ear in the asset side till it is written off. 

Example : 

A Iviniited company issued 1000 Ordinary Shares of Rs. 100 
each at a discount of 5 per cent, payable 25 per cent on application, 
25 per cent on allotment and the balance three months later. 
The entire amount uas duly received. Make the necessary 
Journal and Cash Book entries and draw upi.lie Balance Sheet. 



Journal 

Dr. 

Cr. 

f i 

1 

ks. ; ai ])|: 

Rs. 1 a' p 

Application A/c. (Ord. Shares) j 

25,000 o; o; 

• I I 

1 

1 

To Ordinary vSbare Capital j 


25,000! 0; 0 

Rs. 25 per share on 1,000 shares. 

i 

; ! 

1 1 
i 

Allotment A/c (Orcj. Shares) 

25,000' o; 0 

I 1 

1 i 

To Ordinary Share Capital ; 

i 

1 

25,0C0, O: 0 

Rs. 25 per slftire on 1,000 i 

1 

c 

t i 

1 

shares. * | 

1 « j 

' ' 1 

■ 

1 1 
i I 

Call A/c. (Ordinary Shares) 

45,000 0 0)1 

; 1 

To Ordinaly Share Capital • 

' ' ? 

' li 

45,000! o; 0 

Rs. 45 per Share on 1,000 n 

: ; !1 

1 ; 1; 

1 1 
i ; 

shares ’ ! 

! i li 

: i !i 

i I 
i 

Share Discount A/c j 

5,000: 0, 0| 

[ 

To Ordinary Share Capital \ 

J 

1 1 

6,000; oj 0 

Discount of 5 per cent allowed i 

1 

1 

' 1 

; 1 

on 1,000 shares. } 

1 

j 

! 

i 

i 

» 

1 
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Cash Book 


To Application A/c 

its. 

a-ip.! 

1 i 

Ba. 

1 i 

t ; 

a 

(Ordy. Shares) 

26,000 

O' 0 

1 


„ Allotment A/c „ 

25,000 

0 0: 

i i 


„ Call A/c „ 

45,000 

0; 0' i 

' : i : 



Ledger 

Application Account (Ordinary Shares) 




Ks. I a: p 

Bs. 

a 

P 


To Share Capital A/c 

26,0001 O' 0 

1 

1 

By Cash I 26,000 

0 

0 



1 

_ _ .. . _ 




Allotment Account 

I Kh. , u. p 

ITo Sharo Capital A/c ! 25,(KH) 0 0 

i ! I i I 


(Ordinary Shares) 

... _ 

By Ca«h 


Ea.i a p 
25,000' 0; 0 


Cah Account (Ordinary Shares) 



i Bs. 

“1 Pi 

1 i 

i i 

To Share Capital A/c 

—»- 

j 4r»,(K)0 
_ 

0 0; 

1 1 1 

! > 1 

1: 

jBy Cash 

1 

46,000; 0 


Share Discount Account 


■ 

Bs. 

a 

P 

! 1 

1 Bs. 

To Share Capital A/o 

6,000 

0 

0 

1 

1 j 

i 

f • 

* 


Ordinary Share 


Ks. 

a ,p 

1 

I 


1 

1 

1 


Capitaf 


By Applimtion A/c 
„ Allotment A/c 
„ CaU A/c 
„ Discount A/o 


Bs.! 

ai p 

26,000 

0, 0 

26,000 

Oj 0 

45,000 

0| 0 

6,000 

i 

01 0 

! 

' 


Balance Sheet 


Capital & Liabiliticfl 

Bs. 

a 

p, 

Property and Assets 

B8.| 

a 

P 

Ordinary Share capital 


1 


Cash at Bank 

05 ,ood o! 

0 

1,000 shares of Bs. 100 

j 







eadi folly paid. 

100,000 

0 

o; 

' ( 

Discount 

5,000 

0 

! 

0 









467 


Debenture at discount 


Example; 

A Limited Company issued Rs. 80,000, 6% First Mortgage 
Debentures in bonds of Rs. 100 eacli, at a discount of 10% 
payable Rs. 20 per bond on application and tbe balance on 
^bllotment. All the money was duly received. Make the nece^ry 
Journal and Cash Book entries and draw up tbe Balance Sheet. 


Journal 




Dr. 

Cr. 





1 Rs. i a; pi 

Rs".' 

a 

P 


Application A/c (Debentures) 

! 16,000; 01 o' 





To Debentures 

! ! i 

^ II 

16,000 

0 

0 


20% on Rs. 80,000 . 

' ! 1 

—I M 





Allotment A/c (Debentures) 

' 66,000' o; 0 

’ ; ! 





To Debentures 

60,000 

0 

0 

:70 % on Rs. 80,000 

' 

i ; 






_■ : . i; 

}| 




Debentures Discount 

8,000; 0 0 





To Debentures 

j 1 1 

I ‘ ' 

8,000 

0 

0 

10% Discount on Rs. 80,000 






Shares Over-Subscribed 

It sometimes happens that more shares are applied for than 
have been offered by the company. The sliares are then said to 
be over-subscribed. Thj^ application money received from such 
applicants to whom shares cannot be allotted has tb'be returned. 
The non-allottees get back their money along with a “IvCtter of 
Regret’* from the company. While some applicants may not 
get any shares, others may have allotted to them less number 
^cve^ares than apph’ed for.. A, for instahce, applied for 100 shares. 
I'txr shares being over subscribed or for some other reason the 
company may allot to him 76 shares. In such case the application 
money in respect of 26 shares win be retained by the company 
and will be carried forward to the credit of the amount due from 
him on allotment. A will have to pay the balance due from him 
on allotment. 
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Example : 

A Limited Company offered for subscription 20,000 shares 
of Rs. 10 each, payable Rs. 2 per share on application and Rs, 3 
jjer share on allotment. Applications were received for 20,300 
sliares. The application money of 160 shares were returned 
with letter of Regret to those persons to whom no allotment was 
made. The application money of the other 160 shares were, 
carried forward to the Allotment Account—^tliese subscribers 
having paid for more shares than were allotted to them. Tlie 
money payable on allotment were duly received. 

Make the necessary entries in the company's books to record 
the above transactions. 


Journal Dr, 



Application A/c. 

'I'o Share Capital A/c. 

Rs. 2 per share on 20,000 
shares. 

1 

o 

a. 

0 

P- 

0 

j 


Application A/c. 

To Allotment A/c. 

Transfer of Rs. 2 ])er share on 
160 sliares. 

300 

0 

} 

1 

) 

\ 

i 

j 


Allotment A/c. 

To Share Capital A/c. 

Rs. 3 txjr share on 20,00(^ 
shares. 

60,000i 

1 

1 

1 

1 

j 

1 

1 

0 

i 
f 

0! 

ii 
!• 

!i 

h 

1: 

i: 

1 


Cr. 

Rs. .a 


40,000; 0 


0 


300' 0 


0 


60,000: 0 


0 


Cash Book 


To Applioaticm A/o 
Ra. 2 per nhare on 
2O,S0O shatoa 
4Ilotment A/o 
R«. 3 per share on 
19,8^ shares 
Ke. I per ^are on 
150 shares 


Rs., 

a 

P 


7 ' 

Rs. 





By Application A/o 

300 





Depodt returned to 


40,600 

0 

0 


non aUoteea 


69,550 

0 

0 



i 

1 

150 

0 

0 


1 

1 

1 

1 

i 
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l,edger 

Application Account 

, I Ilt$. : u p 

T«> Sburi’ A/o ■ 40,0 0 By Cash 

„ Allolmsat A/c j 300 0 0 

„ Cash ‘ 300 0, 0 

■ 40,600, 0 0 


Allotment Account 


1 Ks. 

>‘1 

I’i; 

■ * ■ 

1 ■ KsV ■ 

«i p 

iTo iSbare Capital A/o 60,^XM) 

0; 


■By Application A/c 

1 3<K) 

0, 0 

I : 


1 

1 ! 

11 

; „ Caah 

1 .'»9,700 

1. __ 

0 0 

‘ 60,000 

0 

'^i 

' 

1 mim) 

0 (t 


lu. I 

40,6tK): 


a' )i 
0 '» 


40,600. 0 0 


Share Capital Account 


Us. 


i :p 


I ' 


By .Applicatioa A/c 
AUotnuMit A.A’ 


« 


I Jts. ' a p 
I 40,(HHl 0, O 

O'MHXI o' 0 

t , 

1 HM>,0))0' oj o 


CALLS IN ARREARS 

When calls are made, shareholders sometimes fail to pay tlie 
sums due from them. The Allotment and Call Account as the 
case may be, will show* as Debit Balances the amounts 
owing. This is known as Calls in Arrears. The Articles of 
Association generally gk'e the Directors power to charge interest 
on Calls not paid within the specified time. When any such inte¬ 
rest is due from the shareholders, the same will have to be brought 
into account hy means of Journal entry by debiting Outstanding 
Interest Account and crediting Interest Account. The detailed 
informations regarding such interest 4cau be obtained from the 
JUl Book in which special columns are provided for this purpose. 


CALLS IN ADVANCE 

Some shareholders on the other hand do not wish to be 
troubled by repeated Calls. They pay their entire share 
money at a time or they may pay a lump sum with application or 
39 
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Allolmeiit. In such cases the money received by the compatiy 
in excess of the amount due from such shareholders is called Calls 
in Advance. This amount will be put in a separate account 
called Calls in Advajice Account. As this amount does not consti¬ 
tute the share capital of tlie Company, the question of paying 
dividend on the Calls in Advance does not arise. Company's 
Articles, however, generally authorise the Directors to pay in¬ 
terest on Calls in Advance. When the Company calls up the share 
money, Calls in Advance Account is closed by transfer to the share 
Call Account. Calls in Advance Account shows a credit balance. 
The entries are- debit Calls in Advance Account and credit 
Call Account, 

Kntries regarding the interest is made by debiting Interest 
Account and crediting Outstanding creditor’s account. 

Although Calls in Arrears ax)pear in the ledger in a separate 
account, yet it is not shown as a separate item on the asset side 
of the balance v^heet. It is shown by deductijig the amount 
froni the Share Caj^ital. Calls in Advance, however, are shown 
as a separate item on the liabilities side of the Balance Sheet. 

Example : 

A Idtnited Crmipany w'ith a Registered Capital of Rs. 500,000 
in share of Rs. 100 each, issued 4,0C0 shares, payable Rs. 20 
per share on Ax^plication, Rs. 30 per share on Allotment, Rs. 25 
per share three mouths later and the balance as and when re¬ 
quired, The issue w’^as fully subscribed and all the moneys payable 
on Allotment was duly recei^'ed. But when the call of Rs, 25 
per sliare was made one .shareholder failed to pay the amount 
due on liis 230 shares W’hile another shareholder who held 200 
shares paid them right up in full. 

Make the necessary entries in the company’s books to record 
the above transactions and show the Capital in the Company’s 
Balance Sheet, 
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Journal 


Application A/c 
! To Share Capital A/c 
iRs. 20 per share on 4,000 
I shares. 


Allotment A/c 

To vShare Capital A/c 
Rs. 30 per share on 4,000 
shares 


iFirst Call A/c 

To Share Capital A/c 
Rs. 25 per share cyi 4,000 
Shares. 


Cash Book 

To Calls iu Advance A/c 
Being the amount received 
in advance on 200 Shares. 


_Dr. 

Rs. a. I p.ii 

80,000 o; 0 


120,000 o; 0 


100,000 0 0 


.5.000 0 0 


Rs. a. ;p. 
80,000* 0! 0 


120,000 


100,000 


r),o(K) 


0 0 


0 0 


0, o 


Cash Book 


! Ra. ' 0 i pi 

To Application A/c 80,000 O' Oi 

; „ Allotment A/c 180,000 O' 0i 

!„ First Oall A/c 94,2.W 0 0, 

„ Calls in Advance A/c' 0 O' 

t I 


Rs, 


Application Account 




; Rs. ’ a 

P 1 


j Ra. 

To Share Camtal ' 80,000. 0 

1 ' 

0 

• 

By Cash | 80,000 


!To Share Capital 


Allotment Account 

Ip'jj " i 

120,00(« Oi 01! .By Cash 

'll ! 

I ! )| ) 


Ra 

120,000* o! 6 


' tt! p 


i ! 
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First call Account 


To Share Capital 


To Balance 

I 


Kfl. a: p|i 

a: o;. By Cash 
i' ; „ Balance 

B>0,tXX), 0 Oi, 

, . ^ . *** 

) c,7r»o O' oji ! 


Ra. 

94,260 

6,760 

», P 
o: 0 
o: 0 

I 

100,000 

0 0 


i 


Calls in Advance Account 



Ra. 


iP 


iBy CJaah 


Re. 

a 

6,000 

0 


Balance vSheet 


Capital and Liabilities 

Rs. a. 

p.; Rs. 

a. 

P- 

Authorised Capital 

' 

1 

i 



50(W) Shares of Rs. 100 each 

500,000 0 

— 

ol 

! 



Issued Capital :— 

! 

1 



4000 Sliares of Rs. 100 each 


; 



Rs. 76 per share called up 

300,000 0 

0, 



he^ Calls in Arrears 

6,750: 0 

O; 294,260 

_t 

0 

0 

Calls in Advance 

• 

: 6,000 

r 

t -- 

0 

! 

1 

! 

1 0 

1 




V 
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Example: 

A Limited Company with a Registered Capital of Rs. 20,00,000 
issued 60,000 Ordinary Shares of Rs. 10 each, payable Rs. 2 per 
share on Application, Rs. 3 per share on Allotment and Rs. 2-8 
per share on First Call. It also issued 60,000 Preference Shares 
of Rs. 10 each payable Re. 1 per share on Application, Rs. 2 per 
share on Allotment, Rs. 3 per share on First Call and Rs. 4 per 
share on P'inal CaU. All the money was duly received except that 
one member holding 200 Ordinary Shares failed to pay the First 
Call and tlrree members holding in all 500 Preference Shares 
failed to pay the First and Final Call. On the other hand one 
member holding 100 Preference Shares paid the entire amount 
on Allotment. 

Make the necessary Journal, Cash Book and Ledger entries 
and sliow how the Share Capital will appear in tlie Balance Sheet. 


Journal 

lApplication A/c. (Ordinaiy^ 
vShares) 

, To Ordinary Share Capital 
IRs. 2 per share on 60,000 
ishares. 


lApplication A/c (Preference 
; Shares) 

I To Pref. Slxare Cajutal) 
.Re. 1 per share on 50,000 
.shares. * 


lAUotment A/c ^Ordinary 
j Shares) 

To Ordinary Share Capital 
Rs. 3 per share on 50,000 
shares. * 


Allotment A/c (Preference 
Share) 

To Pref. Share Capital 
Rs. 2 per share on 50,000 
iShares. 

i 

I 


Dr. 

Rs. a. 

100,000 0 


P-: 

0 


I I 


50,000; 0: 0, 


I I 

I 

* J 


100,000 0 , 0 


Cr. 

Rs^ ja 


100,0001 0 


50,000! 0 


150,000 o! ‘0' 


150,000: 0 


100,000 oj 


0 


0 


0 


0 
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Rs. p a 

Rs. p a 

rirst Call A/c (Ord. Shares) 

126,000 0 0 


To Ord. Share Capital 


125,000 0 0 

j'Ks. 2-8 per share on 50,000 


1 

ishares. 


i 

! 1 

I'irst Call A/c (Pref. Shares) 

150,000 0 0 

' ! ; 

1 

To Pref. Share Capital 


: 160,0001 O: 0 

Rs. 3 per share on 50,000 

' 

i ' i 

shares. 


■ i i 

• f i 

Calls ill Advance A/c (Pre- 


' < \ 

1 • 

1 < 

ference Shares) 

300 0 0 

■ j 

To First Call A/c {Pre 



ference Shares.) 


300 ; 0 ; 0 

Being transfer of Rs. 3 per 


1 1 * 

jshare on 100 shares. 

i : 


I 

: ; 

ih'inal Call A/c (Pref. Shares) 

200,000 0 0 

1 

; I 

1 To Pref. Share Capital 


200.000; 0 0 

'Rs. 4 ])er share on 50,000 


\ \ 

i ; 

ishares. 


1 [ 

1 ! 

J » 

! 1 

! f 

'Calls in Advance A/c (Pre- 


, 1 ! 

, 1 

ference vShares) 

400 0 0 

( 

To Pinal Call A/c (Ihe- 



ference Shares) 


400 ! oj 0 

iBehig transfer of Rs. 4 ]>er 


; \ 

[.share on 100 shares. 


1 

! i 

. .. 

. 

' 1 
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Cash Book 



' Re . 

a jp 

To Application A/c— 
Ordinary Shares 
„ Application A/o 

100,000 

i 

0, 0 

Preforono© Shares 
„ Allotment A/c— 

50,000 

0 0 

Ordinary Shares 
„ Allotment A/c— 

150,000 

0 0 

Preference Shares 
„ Calls in Advance— 

100,000 

0 0. 

Preforenuo Shares 

Ks. 7 per share on 
100 Shares 
„ First Call A/c— 

700 

0. 0 

Ordinary Shares 
,, First Call A/c — 

124,500 

0 0 

1 

J^roferonco Shares 
„ J'’inal Call A/c— 

14M,20(» 

0 0 

1 

Preference Shari's 

107,600 

0 0 


S71,000 

0 0 



Iveclgei' 

Application Account (Ordinary Shares) 


J lis. a ;p 
To Share Capital ' 1(M).0(K) 01 0 


Uv Ca'<h 


Hs.' a: p 

i(m,o(K>' O' 0 


Allotment Account (Ordinary Shares) 


^ Kb. a |p I 

To Share Capital [ 150,tJ00 Oj 0 |Bj Cash 


Kb., a: p 
ir»0,000 0, 0 

I 




I 


l^irst Call "Account—(Ordinary Shares) 


To Share Capital 


< Ka. a, p: 

! ia>,oo<j o; 0 


By Ciieli 


t Kh. a p 
i l-'4,r>00 0 0 
500 0, O 


I 


1 


I I 
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Ordinary Share Capital Account 


Ks. ia Ip :l i 1 Kb. a p 

I .By Application A/c [ 100,000 0 0 

• „ Allotment A/c | 150,000 0 0 

; : . ; „ First Call A/c ! 125,000 0 0 


375,000: 0 0 

t 


AiJi)licatioii Account- -Preference Shares 


To iShui’r Capital 


Hh. I a PI 

60,000 o' 0 


I I 
' I 


jBy cash 


Kfl. a: p 

60,000, o; 0 


Allotment Account-Preference Shares 


I ilfl. I a 

P 

' 

t 

Rs 

a 

P 

I'I’o Share Caj)i1al ■ 1(K),000 0 

I 

0 

1 By Cash 

1 

I 

. 1 

100,000 

0 

0 

i 

' , ' ' 


\ 

• i 

1 

1 __ 





Calls ill Advance Account—Preference Shares 


To J'^irst Call A/c 
, „ I'^inal Call A/c 

I 


Bs. : a| p I 

SOtlj 0| O! I By Cash 

400 o! 0 


I 

i 



K». a! p 
700 Oj 0 


I I 

, i 


Pirst Call Account—Preference v^hares 


To SiJiiirc ('apitat 


R«. , a p' 
150,000 0 O' 



I50.<100 0 0 


I 

■By Clash 

' „ Transfer, Calls in 
; Advance 
„ Balance 


Rs. 

a; 

f 

148,200 

o| 

0 

300 

0. 

0 

1,500 

O' 

, 

0 

150,000 

»; 

0 

1 


I 
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Final Call Account—Preference Shares 


To Share Capital 


Rs. 


p! 



Rs: 

a|'p 

!^.000 

0 ! 0 


By Cash 

1 197,000 

o; 0 



! 


„ Transfer—Calls in 


1 





Advance 

i 400 

W 0 





„ Balance 

' 2,000 

i 


200 ,(KK) 

0 

0 * 



1 200.000 

01 0 

_ 






i 

1 



Preference Share—Capital Account 



i 


Ks. la p 


By Application A/o 
„ Allotment A/c 
„ First Call A/c 
I „ Final C«dl A/o 


Rs. 

a 

p 

r) 0 ,ooo 

0 

0 

100,000 

0 

0 

I 160,000 

0 

0 

; 200,000 

0 

0 

I 600,000 

i 

0 

0 




balance sheet 


4*?fe 


j 

I 

\ 

! 

i 

I 


f 


I 


I 





CU 

d 





O 

o 









\ w 



m 

a 


S 

A 

00 0 H 

II e 

>» «B 

= 0 

C3 ^ 


<£ 


s 


I 

i 


J 




8.71,000 0, O’l 






m 


FORFEITURE OF SHARES 


It has been observed that calls on some shares may remain 
unpaid. The Directors generally have powers conferred on them 
by the Articles of Association to forfeit such shares after due 
notice has been given to the shareholders that the shares would 
*^6 forfeited if calls are not paid within a further stipulated period. 
The terms of the Articles must be strictly complied with before 
shares are forfeited, otherwise the forfeiture may not be valid. 

When shares are forfeited, the sums that have been paid 
on the shares belong to the company and the defaulting share¬ 
holders who cease to be members after the forfeiture lose all 
rights on the shares and on the money they have paid. The 
money then belongs absolutely to the company. 

As regards forfeiture* of shares the provisions of Table ‘A’ 
which is generally adoi)ted in the Articles of Association, should 

* be carefully noted. It provides— 

24. If a member fails to pay any call or instalment of a 
call on the day appointed for payment thereof, the directors 

L may, at any time thereafter during such time as any part of such 
”call or instalment remains unpaid, serve a notice on him requiring 
payment of so much of the call or instalment as is unpaid, together 
with any interest whidi may have accured. 

25. The notice shall name a further day (not earlier than the 
expiration of fourteen days, from the date of the notice) on or 
before which the payment required by the notice is to be made, 
and shall state that, in the event of non-jjayment at or before 
the time appointed, the scares in respect of which the call was 
made will be liable to be forfeited. 

26. If the requirements of any such notice as aforesaid are 
not complied with, any share in respect of which the notice has 
been given may at any time thereafter, before the payment 
required by the notice has been made, be forfeited by a resolution 
of the directors to that effect. 

^ 4 27. A forfeited share .may be solch or otherwise disposed of 
du such terms and in such manner as the directors think fit, and 

• at any time before a sale or disposition the forfeiture may be 
cancelled on such terras as the directors think fit. 

28. A person whose shares have been forfeited shall cease 
to be a member in respect of the forfeited shares, but shall, not¬ 
withstanding, remain liable to pay to the company all moneys 
which at the date of forfeiture, were presently payable by him 
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to the company in respect of the shares, but his liability shall 
cease if and when the company received payment in full of the 
nominal amount of the shares. 

29. A duly verified declaration in writing that the declarant 
is a director of the company, and that a share in the company has 
been duly forfeited on a date stated in the declaration, shall 
be conclusive evidence of the facts therein stated as against aU 
l)ersons claiming to be entitled to the share, and that declaration, 
and the receipt of the company for the consideration, if any, given 
for the share on the sale or disposition thereof, shall constitute 
a good title to the share, and the person to whom the share is 
sold or disposed of shall be registered as the holder of the share 
and shall not be bound to see to the application of the purchase- 
money (if any), nor shall his title to the share be affected by any 
irregularity or invalidity in the proceedings in reference to the 
forfeiture, sale or disposal of the share. 

30. The provisions of these regulations as to forfeiture 
shall apply in the case of non-payment of any sum which, by the 
terms of issue of a share, becomes payable at a fixed time, whether 
on account of the amount of the share, or by way of premium, 
as if the same had been payable by virtue of a call duly made and 
notified. 

Liability of Ex-Shareholders 

The ex-shareholder is, strictly speaking, still liable even 
after the forfeiture for the sum owing on the shares. His liabi¬ 
lity ceases, however, when the company receives payment in 
full for the shares forfeited, 

t* 

Entries on forfeitures of shares 

The vShare Capital has been credited by the full amount 
called up on the shares forfeited. Therefore, Nvhen shares are 
cancelled by forfeiture the amount with which >the Share Capital 
has been credited shall have to be cancelled as well. The pro¬ 
cedure is to debit the Share Capital Account with the total amount 
called up on those shares and to credit the Forfeited Shares * 
Account with the amount already received by the company on 
those shares and credit the share Allotment Account and the 
Call Account as the case may be with the amount owing on those 
shares. 
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The money received 

The money received on the forfeited shares is a profit to 
the company but it is a capital profit and should not be credited 
to the Profit and Loss Account. This amount may be transferred 
to a Reserve Account and may be utilised in writing off capital loss. 
Legally there is nothing to prevent the company from trans¬ 
ferring it to the Profit and Loss Account although such a course 
is und^irable. Such a profit is not a revenue profit. It is not, 
therefore, in the true sense a profit available for dividend. If 
forfeited shares are proposed to be re-issued at a discount, this 
amount should be left in the Forfeited Shares Account and not 
transferred to the reserve account. 

RE-ISSUE OF FORFEITED SHARES 
* 

Forfeiture of shares is by no means reduction of capital 
within the meaning of the Companies Act. The directors are 
generally given power by the Articles of Association to re-issue 
the forfeited shares. Such shares may be issued at par or even 
, at a reduced price, which, however, must never exceed the amount 
"^already paid on the shares. 

Example ; 

A Limited Company has an Issued Capital of Rs. 76,000 in 
shares of Rs. 10 each, Rs. 8 per share called up. The directors 
resolve that 200 shares on whch the first and second calls of Rs. 2 
per share each remain unpaid should be forfeited. M'-'ke the 
necessary Journal entries to show the forfeiture. 


Journal • 

Dr. 


Cr. 


1 . • > 

iShare Capital A/c 

Rs. 1 at 

1.600! 0 

I ! 

1 

Pi 

0 

Rs. 

a 

1 To Fomited Shares A/c .. .. 

1 

i 

800 

0 

„ First C^l A/c .. .. , 

I 

i 

400 

0 

„ Second Call A/c, 

SOO Shares Nos,, .toNoa... .forfeitedas per Board 
Resolution dated.... for non>payinent of ,^1rat i 
and Second calls. ] 

i 

j 

i 

i 

1 

1 

1 

1 

\ 

1 

i 

1 

1 

1 

1 

. 

J 

' 400 

0 

1 



The calls in arrears as appear in the First Call and Second Call 
accounts are now wiped out. The Forfeited Shares Account 
shows a credit balance of the amount th^t has been received on 
the shares now forfeited. 






482 


The entries could alternatively be made in the following way. 


Journal 

!8bar(> Capital A/u 
[ To Foifeitod Shares A/o 

jaoo Shares Nos_to Nos.forfeited as per 

jBoard Resolution dated 

jporfoited Shares A/c 
; To First Call A/c 
i „ Second Call A/o 
.Being unpaid calls written back. 


Dr. 

Rs. I a pj. 
l,600i 0 Oj, 

I 

' I 
! 

8fK) o; 

i 

I 


0 


Cr. _ 

, a> p 

1,600| O' 0 

! I 

I ( 

I ; 

400i 0 0 
400> Oi 0 


Example: 

The directors of a Company with a registered and subscribed 
capital of 1,000 Ordinary shares of Rs, 100 each and 1,000 Pre¬ 
ference Shares of Rs. 100 each on both of wliich Rs. 75 per share 
were called up forfeit 50 Ordinary' shares on tvhich the first call 
of Rs. 25 remained unpaid. They also forfeit 30 Preference 
shares on which Rs. 30 on Allotment and Rs. 25 on First Call 
remained unpaid. 

lyiake the necessary Journal entries and show the Capital in 
the Balance Sheet. 

4 


Journal 


iOrdinary Share Capital A/c 
I To Forfeited Shares A/c (Ordinary shares)".. 

I „ First Call A/c (Ordinary shares). 
i/K) Ordinary Shares Nos.to Nos.for¬ 
feited by Board Besolntiun dated_for non ' 

payment of the First Call. , 


Preference Share Capital A/c .. 

To Forfeited Shares A/c (Preference Shares) 
u Allotment A/o (Preference Shares) 

„ First Call A/o (Preference Shares) 

80 Preferenoe Shares Nos.to Nos ...... 

forfeited by Board Resolution dated. 

for non-payment of Allotment money and 
Oalf. 


Dr. 

Rs. a p 
0 0 


2.260| 0 0i 


Cr. 

Rs. 


ai p 

I ^ 


2,600 Oi 0 
1,260 Oi 0 

' t 


6001 0 0 
900! 01 0 
760| Oi 0 
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Balance Sheet 

Capital & Liabilities 
Authorised Capital 

1,000 Ordinaiy Shares of Rs. 100 each 
1,000 Preference Shares of Rs. 100 each 

SHued and Subscribed Capital 

1,000 Ordinary Shares of Rs. 100 ea(‘h 
1,000 Preference Shares of Rs. 100 each 

'ailed iip and paid up Capital 

950 Ordinary Shares of Rs, 100 each ; Rs, 75 
per share called up 

970 Preference Shares of Rs. 100 each ; lls. 75 
per share called up 

Forfeited Shares 
Ordinaiy^ 

Preference 


Rs. 

a 

Pi 

Rs. 

a 

p 

1,00,000 

0 

o| 




1,(X»,000 

0 

o; 

2,00,000 

0 

0 

1,(K),000 

0 

o'. 




l.00,tMX» 

0 

0! 

2,00,000 

0 

■ 

0 

71,260 


i 

Oi 

1 




72,750 

0 

1 

t>! 

1,44,000 

0 

0 

2,600 

0 

■j 

' 

o; 




600 

0 

O' 





_ 


3,100 

1 

0 

0 


On re-issue, the person to whom the shares are re-alloted is shown 
as a debtor for the amount he has agreed to pay for the shares. 

^ The Share Capital Account is credited with the called up amount 
of the share. The balance amount necessaiy^—if the re-issue 
had been at a reduced price—is drawn by transfer fr<^«i fhe^ 
Forfeited Shares Account. 


Example : 

The forfeited shares ot the above example are re-issued by the 
resolution of the directors, namely 50 Ordinary shares of Rs. 100 
each, Rs. 75 per share tailed up, Rs. 50 per share paid up, should 
be issued to Joydev credited with Rs. 75 per share paid for 
Rs. 3,000 and 30 Preference shares of Rs. 100 each, Rs. 76 per 
share called up, Rs. 20 per share paid up, should be issued to 
Suria credited with*Rs. 76 per share paid for Rs. 2,000. 

Make the necessary entries in the*company's books. 
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Journal 

Juydev (pornonal account in General Ledger) .. 
i Forfeited Shares A/o (Ordinary ShftreB) 

To ordiiiary Sliarc Capital A/c. 

;Ko-i8Hne of TiO Ordinary Shares of Ha. 100 each cre- 
jdited with Ra. 7A per share paid for Hs. D.OOO, 

'(ler Resolution No.dated.... 

I 

jiSurja (personal account in General Ledger) 

; Forfeits Shares A/c (Preference Shares) 
i To Preferonw Share Capital A/c. 

I Re-issue of 30 Preference Shares of Rs. LOO each ' 
creilifced with Rs. 7.'i iter share paid for 
, Rs. 2,000 as per Resolution No.... dated 


Dr. 

Hs. ' a p, 

a,000 0 0 ! 

750 0 0,1 


Cr. 

Rs. ' a p 

J 

1 

3,750 0 0 


2,(M>0! 0 O' 
2501 0 0 

I 


2,250 0 U 



To Joydev 
„ Surja 


Cash Book 


Rs. 

3,000 

2,000 




I 

( 


! 


The credit balances standing in the Forfeited vShares Account 
namely Rs. 1,760 (Ordinary shares) and Rs 360 (Preference shares) 
may now be transferred to Share Premium Account, or Reserve 
Account or may be utilised for writing off fictitious assets such 
as Preliminary expenses. 


Forfeited Shares Account—Ordinary Shares 


To Share Capital A/c 
„ Prenuum A/o (or 
j Reserve A/c) 


lie. a' p,; 

750! 0; Olj By’Sham Capital A/c 

; I : i 

1,750 O' 0; i 

: . I , • 


Rs. a| p 
2,.5(K) o; 0 

I 


Forfeited Shares Account—Preference Shares 



Re. , a! pi; 

( 1 Rs. . a p 

To Sham Capital A/c 

260 0| 0 


By Share Capital A/c j 600; 0 0 

„ Premium A/o (or 

• t 

« 1 } ! 


Reservo A/c.) 

360' 0| o: 

i 1 1 


S : cK 


Example; 

A Limited company issued 10,000 Ordinary shares of Rs. 100 
each, payable Rs. 20 per share on application ; Rs. 30 per share 
on allotment, Rs. 26 on each of two calls. The whole of the money 
was received except the two calls of Rs. 26 each upon 600 shares 
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held by X. The dixectoxs foxfeited the 500 shares and subsequent¬ 
ly re-issued them to Y at Rs. 80 per ^re. Make the Journal 
entries for the above transactions. 


Dr. Cr. 


Cash 


ML 

El 




To Applioation A/c (Ordinary Shares) 



2,00,000 

0 

0 

Application money Bs. 20 per share on 10,000 
shares. 







Aralication A/c—(Ordinary Shares) 

To Ordinary Share Capital 

Being transfer to Share ^pital A/c. 




2,00,000 

0 

0 

Allotment A/c (Ordinary Shares) 



0 




To Ordinary Share Capital 

Rs. 30 per share on 10,000 shares 




3,00.000 

0 

0 

O&dh s • 


K 

0 




To Allotment A/c. (Ordinary Shares) 

Allotment money Rs. 30 ^r share on 10,000 




3,00,000 

0 

0 

shares. 







First Call A/c—(Ordinary Shares) 

To Ordinary Share Capital. .. 

Rs. 25 per share on 10,000 shares. 




2,50,000 

0 

0 

Cash 

2,37^ 

0 





To First call A/o—(Ordinary Shares) 

Amount received on 9,500 shares at Rs. 25 per 
share. 



1 

! 

2,37,500 

0 

0 

Final Call A/o—(Ordinary Shares) 

2,60,000 

0 





To Ordinary Share Capital 

Rs. 25 per share on 10,000 shares. 



! 

1 

2.60,0qp 

0 

0 

Cash 


B 

m 




To Final Call A/o—(Ordinary shares) 

Amount received on 9,5(M) shares at Rs. 25 per 
share. • 




2.37,500 

00 

0 

Ordinary Share Capital 


B 





To Forfeited Shares A/x (Ordinary shares) 




25,000 

0 

0 

„ First Call A/c „ 




12,500 

0 

0 

,. Final Call A/c * 




12,500 

0 

0 

.500 Ordinary Shares Nos.to Nos. 

forfeited as per Board Resolution dated.... 







Y (Personal account in General Lodger) 

40,000 

B 





Forfeited Shares A/c (Ordinary Sham) 

10,000 

0 

0. 




To Ordinary share Capital account «.. 

Re-issue of 500 ordinary Shares Nos.to No. 




60,000 

0 

0 

.at Bs. 80 per share, per Boufd Resedu- 







tion dated. 







Cash .. .. 

ToY 

Rs. 80 received on 500 shares. 


0 

1 

40.000 

0 

0 

ForffHtod Shares A/e (Ordinary Share) 

To Share Premium A/c (or Reserve A/e.) 
Transfer of Balance 

15,000 

0 

0 

15,000 

1 

0 


Aik 
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EXERCISli 

1. How may Public and Private Companies be formed ? 

2. Mention the principal points of difference between a Joint 
Stock Company and an ordinary Partnership. 

.‘J. What are the maximum and minimum numbers of persons 
(«) for a Private Company ? 

(/>) for a Public Company ? 

4, State briefly the ad\'antages of a Private Company. 

r». Wliat particulars must be stated ii^ the Memorandum and 
Articles of Association ? 

(5. Under what circumstance and condition may the w'ord 
“Uimited" be omitted from the name of a Company ? 

7. What are the re<iuircnients of the C(*nipanies Act as regards 
Articles ? What is the procedure for altering or adding to 
a Comi>any’s Articles? 

8. What is a i>rospc(‘tns ? vState brielly the rc(iuirenieiJts of the 
Companies Act on this matter " 

9. What is meant’by a “Statement in lieu of prospectus” ? 

10. What is underwriting? I’nder what conditions may 
a Com])any pay commission to persons for procuring subs¬ 
cription to shares ? 

11. VHiat restrictions are impo.sed on the allotment of shares ? 

12. Ivxplaiu the term “Minimum Subscription”. 

13. What is the dilTcrence betw een a Shareholder and a Debenture- 
holder ? 

14. Define ])rcliminary expense.s and state how this item should 
be dealt wath in the account. 

ir>. Mention the restriction imposed oir Public Companies in 
regard to commencement of business. 

16. Describe the contents of Register of members and give suita¬ 
ble form. 

17. What “Return of Allotment” must be made by Companies? 
What further particnla-^s lire required as regards shares w'hich 
ha\'e not been issued for cash ? 

18. What is Share Capital ? I^xplain the following terms with 
reference to tlie Companies Act;— 

Nominal, authorised, issued, subscribed, called up, paid up, 
uncalled and reserve capital. 

19. Wliat is a Debenture ? Explain the following :— 

Mortgage, floating, bearer and registered. 
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20. What do you understand by issue of share and debenture 
at par, at a premium, at a discount. 

21. (a) WTiat is Share Capital ? Explain the following terms 
with reference to a Company’s Capital:— 

Nominal, authorised, registered, issued, subscribed, called 
up, paid up, uncalled reserve. 

^ (b) A Limited Company with a nominal capital of Rs. 6,00,000 

in shares of Rs. 10 each, issued 20,000 shares, payable Rs. 2/8/- 
per share on application, Rs. 2/8/- per share on allotment and 
Rs. 5 three moiitlis later. All money’s payable on allotment were 
duly received, but one shareholder failed to pay the amount due 
on allotment on his 250 shares ; while another shareholder, who 
held 200 shares, paid for the shares right up in full. Make the 
necessary Journal and Cash Book entries in the company's books 
to record the above transactions and show the Company’s Balance 
Sheet. 


(C.U., B.Coni.—1946) 


22. A pros])ectus issued by a company invited application 
^for 200,000, shares of ^ I each, payable as to 2s. (id. per share on 
application, 2s. 6d. on allotment; 7s. 6d. 2 mouths after allotment 
and 7s. 6d. 6 months after allotment; the vendor was to receive 
20,000 fully paid shares a> part payment of the purchase consi¬ 
deration of £160,000, made up as follows :— 

Land and Buildings £60,000 ; Plant £35,000 Stock in Trade 
£45,()00 ; Goodwill £20,000. 

The offer was oversubscj:i1.»cd by 20,000 shares and the a uount 
due on allotment was received in full. £72,500 and £72,000 were 
received on 1st and 2nd calls respectively. 

Show the accounts cpncenied ajter opening the books, recor¬ 
ding the above receipts on account of Capital, and paying the 
balance of the purchase consideration to the vendor. 

(Chartered Institute of Secretaries). 

^ k 23. The nominal capital of X Co.‘Tytd., consists of 1,00,000 
snares of £1 each. The whole of the shares were issued in 1918 
. and were fully called in 4 instalments of 5s. each. On 12th 
February, 1919, after due notice, the directors passed a resolution 
forfeiting the 1,000 shares held by Robert, the final instalment 
due upon his holding not having been paid. On 1st May, 1919, 
the 1,000 shares thus forfeited were re-issued as fully paid to 
Richard Blank who paid £500, for them. Give the entries (both 
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in J ournal and in Ledger) with regard to the original issue of shares, 
and the forfeiture of the shares, and the re-issue of the forfeited 
shares. 

(C.U., B.Com.—1928) 

24. From the following balances prepare Trading, Profit 
and Loss Accounts and Balance Sheet. Value of stock on 
31st December, 1905. £120,550. Adjustments necessary before 
closing the accounts :— 

(а) Depreciation to be written off Plant and Machinery at 
the rate oil\% per annum ; off Patents at the rate of 
15% per annum and Premises 5%. 

(б) Provisions for bad and doubtful debts 5 per cent. By 
reason of losses application was made for leave to reduce 
the Capital by £50,000. Show' by journal entries how this 
would be effected. 



1 


i 

Purchases 

5,69,842 

Bank overdraft 

8,060 

.Stock on 1st Jan. 1905 

65,892 

Bills Payable 

30,900 

Patent (unexpired) 

1,660 

Share Capital 

150,000 

Freehold premises 


Unclaimed dividend 

106 

1st .January 1905 

6,020 

Bad debt Reserve 

150 

Wages (remunerative 

25,090 

Sundry Creditors 

9,086 

,, (uii remunerative) 

2,060 

Outward Returns 

1,500 

Unpaid Calls A/c, 

200 

Sales 

5,04,203 

Cash in office 

125 

Rent /rom 


Bad debts 

470 

Property 

260 

Repairs to Buildings 

56 



Interest on overdraft 

20f) 

# 

t 


Plant and Machinery 

10,140 



Salaries and Direc¬ 




tors' fees. 

3,400 



Bill Receivable 

6,060 



Rates and Taxes 

1,576 



Debtors 

6,176 



Sundry office expen¬ 




ses. 

276 



Profit and Loss a/c 




(Loss from previ¬ 




ous year) 

7,060 




(C.U„ B.Com—1926) 
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25. The fees of the directors of a company are fixed at 
Rs. 1,000 per annum to each of the directors, who are 12 in 
number. The Articles of Association provide also that the directors 
shall have 3% on the profits over Rs. 2,60,000/-. The profit iu 
1912 amount to Rs. 5,00,000/-. Set out the amount the company 
would have to pay and state what is necessary to be done if it is 
discharged free of Income Tax. 

(C.U., B. Com—1923) 

26. How would you deal with the undermentioned items when 
preparing the annual accounts of a Limited Company ? 
(1) Transfer of Rs. 5,000 to Reserve Fund. (2) Rs. 2,600 Commis¬ 
sion and Expenses incurred in the issue of Rs. 1,00,000,6% deben¬ 
ture repayable in 10 years from the date of issue, (3) contingent 
liabilities amounting to Rs. 10,000. 

. (C.U., B. Com—1923) 

27. The Birget Engineering Co., Ltd. purchased certain 
patents from Short and Sharp, under an agreement, dated 30th 
June 1906, at a cost of £40,000 ; £1,000 of this sum was to be 
paid to the vendors in cash, and the balance in fully paid £10 
Ordinary Shares. Including the shares allotted as fully paid to 
the vendors, the Company issued Capital to the extent of £75,000 
consisting of £60,000 in Ordinary Shares of £10 each (£1 on 
application, £4 on allotment, and £5 at the end of three months) 
and £26,000 in 6 per cent Preference Shares of £6 each (*£1 on 
application, £2 on allotment, and £2 at the end of three mouths). 
Under the agreement with Short and Sharp, the patents passed 
to the Company on 9th July 1906 which date was also Mic date 
of allotment. All the shares issued to the public were fully 
subscribed and duly gaid for with the exception of £200 calls 
in arrear on the Preference Shares. All cash was paid direct 
to the Company’s Bankers. Make the entries in"-the books of 
the Company, to give effect to the above and show how they 
would appear in Cc^pany's first Balance Sheet. 

(London Chamber of Commerce.) 

I 28. The ChUworth Motor Co., Lt^., registered in 1903, with 
nominal Capital of 2,00,000 6 per cent Preference Shares of £1 
each and 2,00,000 Ordinary Shares of £1 each. During the year 
1903, the whole of the Preference Shares and 1,00,000 of the 
Ordinary Shares were issued to the public and fully paid up, 
with the exception of £100 calls in arrear on the Ordinary Shares. 
The company was very successful, and during the year 1906, 
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offered the balance of the Ordinary Shares to the public at a 
premium of 10s. per share. All the issue was taken up and duly 
allotted, payable as to 12s. 6d. per share on apidication {including 
the premium) and 7s. 6d. per share one month after allotment. 
No further calls were made during the year. Set out the Capital 
of the company, as it would appear in the Balance Sheet as on 
31st December 1906. 

(Dondon Chamber of Commerce.) 

29. The nominal Capital of the Richmond Co. Dtd., consists 
of 100,000 shares of £l each. The whole of these shares were 
issued in 1910 and were fully called up in four instalments 
of 5s. each. On 12th I'el)ruary 1911, after due notice, the Direc¬ 
tors passed a resolution forfeiting the 1,000 shares held by Mr. 
W. A. Richardson, the final instalment due upon bis holduig not 
having been paid. On 1st May 1011, the 1,000 shares thus 
forfeited were issued as fully paid to Captain Heyward, who paid 
£500 for them. Give the entries necessary to record these tran¬ 
sactions in the Company’s books. 

(Dondon Chamber of Commerce.) 

30. The Timbuctoo Railway Co. issued its prospectus on 1st 
January, 1910, inviting applications for 200,000 shares of £5 each, 
payjfble £l per share on application, ;^1 on allotment on lOtb 
January aiid £3 on 1st March. In addition, there was an issue 
of £1,000,000 3 i)er cent. Redeemable Debeiituies, payable as 
to 5 per cent upon ax)plication, and 95 j)er cent on 31st January'. 
The whole of the ussucs were applied for and the cash duly received 
with the exception that on 25tli March the directors resolved 
that the 10 shares uy)ou which applicaticta and allotment money 
had been paid should be for/eited for non-payment of the call 
of £3 per share on 1st March. Give the Journal entries for the 
above, omitting Cash. 

(National Union of Teachers.) 

31. On 1st January 1912, a Company with a Nominal Capital 
of £20,000 divided into 10,000 Ordinary »Shares of £1 each, and 
1,000 6 per cent Preference Shares of £10 each, was formed to 
acquire the business of Albert Durand. It w’as agreed to allot 
as fully paid to the vendor, as purchase consideration of the 
assets acquired, 6,000 Ordinary Shares and 600 Preference Shares. 
On the 6th January 1912, the balance of the Ordinary Shares 





was issued to the public at a premium of 5s. per share and 75 
percent of this issue wa'? duly applied for,the terms of subscription 
being 10s. per share (including the premium) on application, 
7s. 6d. })er share on allotment and the balance on 31st March. 
The Coin])auy carried out its agreement with Albert Durand and 
went to allotment on 12th January. All cash due on application 
^ and allotment was paid with the exception that due on allotment 
of 500 shares to Victor \"erdier. These shares were forfeited by 
resolution of the Directors on 15th March 1912 and were re-issued 
on 22nd March to Hugh Dickson on ])ayment of the amount due 
on the sliares. Show how these transactions would appear in 
the books of the Company assuming that the call due on 31st 
March has been made, but that no cash has been received in 
respect of it. 

(Ivondoii Chamber of Commerce.) 

32. One thousand shares of /Jl each in the Ivldorado Mining 
Co., Ltd. were alhjtted to John Jones, of Bangor, {shipowner, 
on March 31st, 1911. 

He paid 5s. per share on apjdication an*d 5s. per share on 
allotment. A first call of 5s. jier sluire was made, payable on 
June 1st, 1911. This he failed to pay, and the Directors of the 
company decided to forfeit Jiis shares. Notice of the intention to 
forfeit was given on August 1st, 1911, and as the call still rernained 
unpaid the shares were duly forfeited on 1st September 1911. 
In the meanwhile, a second call of 5s. per snare had been made, 
payable on 1st September 1011. 

On 1st October 1911, the forfeited shares were re-issued as 
fully paid to William Wilson, of Exchange Street, Liverpool, 
Cotton Merchant, at tfie price of J5s. per share. 

Describe the usual course of ]>rocedure in forfeiting shares, 
and make the entries in the books of the Company necessary to 
show the full effect of the above tratisactions. 

(Chartered Accountants.) 

^ 33. Make the Journal entries necessary in order to record 
the undermentioned transaction— 

The Ravary Printing Machine Co., Ltd., issued on 30th June, 
100.000 Ordinary £1 shares at a premium of 5s. per share, payable 
on application. The shares applied for were payable as to 10s. 
per share on application, and as to 15s. per share upon allotment. 
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The issue was fully subscribed by the public. Allotment duly 
took place for the whole issue on 16th July. 

(London Chamber of Commerce). 

34. The Blarneystone Diamond Syndicate, Ltd., has a Nominal 
Capital of £80,000, divided into 10,000 8 per cent Preference 
Shares of £4 each and 40,000 £1 Ordinary Shares. On 2nd Janu¬ 
ary, 8,000 Preference and 20,000 Ordinary Shares are applied for, 
and 6s. per share is received and paid into the Company’s Bank. 
On 1st February these shares are allotted ; 10s. per share being 
payable on allotment, £3,600 is received for Preference, and 
£8,000 for Ordinary during February. On 1st March Calls are made, 
viz. £2 per share Preference and 5s. per share Ordinary, and during 
March, £13,000 is received for Preference Call, and £3,200 for 
Ordinary Call. Enter the foregoing transactions, post to Ledger, 
and state amounts unpaid on each class of share. (West Riding 
of Yorkshire.) 

36. The Nominal Capital of the L. and C. Engineering Co., 
Ltd. is : £10,000 divided into 10,000 Ordinary Shares of £1 
each; £20,000 di’dded into 20,000 7 per cent Cumulative Pre¬ 
ference Shares of £1 each ; and the Company is authorised 
to issue £10,000 divided into 200 5 per cent First Mortgage Deben¬ 
tures of £60 each. From the following Trial Balance prepare 
a Trading Account, Profit and Loss Account, and Balance Sheet 
as on 31st March. 



£ 

s d 


£ 

s d 

Ordinary Share Capital 

10,000 

0 0 

Stock (Ist April) 

2,760 

0 0 

Prfcrenco Share Capital 

20,000 

0 0 

Wages, Productive 

2,676 10 0 

Arrears on Ordinaiy 



Carriage (Inwards) 

320 

5 0 

Shares 

70 

0 0 

Carriage (Outwards) 

167 

10 0 

200 6% First Mortgage 



Coal and Coke 

250 

0 0 

Detwnturos £50 each. 



Loose Tool^ (1st April) .. 

1,890 

0 0 

£.30 paid 

b.000 

0 0 

Rent, Rated, etc. 

236 

10 0 

Sundry Creditors 

6,609 

0 0 

Simdry Expenses 

157 

10 0 

Sales 

24,698 

0 0 

Discount Allowed 

760 

0 0 

Returns off Purchases .. 

287 

0 0 

Bad Debts 

127 10 0 

Profit tt Loss (Cr. bolanoe. 



Directors’ Fees 

200 

0 0 

Ist April) 

169 10 0 

Interim Frefwence 



Plant k Machinery 

16,000 

0 0 

Dividend paid 15th 



Patents .. 

3.960 10 0 

October 

665 

0 0 

Office Fumitture 

127 

0 0 

Bank Charges 

67 

10 % 

Sundry Debtors 

12,125 10 0 

Debenture Interest, less 



Purchiwos 

16,965 16 0 

tax 

285 

0 0 

Returns off Sales 

267 

10 0 

Cash in hand 

73 

4 0 

Salaries 

200 

0 0 

Lloyds Bank, Ltd. Cr. .. 

1,067 

10 0 

Goodwill 

0,788 

6 0 

Discounts Reoeived 

200 

0 0 


Stock on hand, 31st March, £3,026 10s. Loose Tools, 31st, 
£1,870. Write off Plant and Machinery, 10 per cent per annum. 
Write off Ofiice Furniture and Fittings, 6 per cent per annum. 
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Write off Patents, 20 per cent per annum. Reserve £200 for 
future Discounts, and £150 for Bad Debts. (Lancashire and 
Cheshire Union.) 

36. The Loamshire Manufacturing Co., Ltd., was registered 
with a Nominal Capital of £70,000, divided into 60,000 Ordinary 
Shares of £1 each and 20,000 6percent Preference Shares of £1 each. 

From the Trial Balance extracted from the books of the 
Company as on 30th June, 19.., you are required to prepare 
Manufacturing and Profit and I^oss Accounts for the 
year ended 30th June, 19.., and a Balance Sheet as on tliat date. 

When preparing the necessary accounts the following matters 
must be taken into consideration— 

(1) Bad Debts Reserve is to be adjusted to 5 per cent of the 
Sundry Debtors at 30th June, 19... 

(2) The following valuation were made as on 30th June, 
19.., vStock, £21,342 ; Xoose Tools, £195. 

(3) Depreciation at 10 per cent is to be provided on Machinery. 

(4) Rent due in respect of Oifice sublet (£60) for Quarter to 
June has not been received. 


(6) Office Salaries £127, and Factory Wages £325, were due 
^ as on 30th June, 19.., and had not been paid. 


(6) Insurance paid in advance 

amounted to £64 

(Factory, 

£48 ; Office, £16). 

Ordinary Shares 


£ 8 d 

£ s d 

m%oo 0 0 

Preference Shares 



20,000 0 0 

Unpaid Calls Preference Shares 


200 0 0 

Freehold Premisee .. - 


30,000 0 0 


Debtors and Creditors 


4,320 0 0 

6,728 0 0 

Rates, Taxes and Insurance. (Fa<aory, £1,026; 
Office, £135) .. 


1,160 0 0 

Machinery’ and Plant 


19,580 0 0 


Rent of Offices sublet .. ^ 


150 0 0 

Factoiy Wagee 

Office Salaries and Directors'fees * 


13,243 0 0 



6,421 0 Q 


Purchases 


42.345 0 0 


Stock, 1st July 19.. 

• • 

18,227 0 0 


Sales 

« 


76,529 0 0 

Discount (Balance) , .. 

• s 

982 0 0 

Carriage (Inwards, £625; Outwards, £1,216) 

e a 

1,841 0 0 


Bad Itobts Reserve, Ist July, 19.. 

•* 

250 0 0 

investment: 15,000 £1 Sham in Loamshire 
(Components), Ltd., 

Pr^t ft Loss A/c (Balance, 1st July 19..) 

• s 

15,000 0 0 

• • 

4,825 0 0 

Dividmid received on Investment 

s 


600 0 0 

Repairs to Premises 

V ■ 

145 0 0 

Loose Tocds 

a « 

210 0 0 


Returns (Sales and Purebases) 

• s 

927 0 0 

423 0 0 

Cash atBank 

• s 

766 0 0 


Heating, Lighting and Fuel (Factory, £3,422 ; 
Office, £626) 

• a 

4,048 0 0 


(Bold Sooistj of Arts.) 


£1M406 0 0 

£1,69,405 0 0 
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37. Draw up a Trading and a Profit and lyoss Account for the 
year, and Balance Sheet as at 31st December, of the Oil and Gas 
Motor Co., from the following information— 


JJALANCEfcJ (lUst Docomber) 


£ £ 


Jjand and Uiiildings 

Macliinory and Plant 

r>,(«jo 

Erwitiiig, Kitting, & Cai-nage 

2,400 

K.SOO 

Rojiairs, Kencm'ais and Maintenanco 

800 

J*atU'niH 

S.IFK) 

(I<ial, Coke, Das and Wator 

450 

NtiK;k-in-Trudo (i^t >)uu.) 

y.oiKj 

Printing, Advertising and Stationery 

2.50 

(jfHco i•'urnltli^« and Fittings 

400 

Itinit, Itatos, Taxos and Insuraneo 
Travelling and Cumraission 

Doiioral lixjK'nsi^s 

260 

Ijoosf Tools (Jst Jati.) 

2,5(10 

1.4f»0 


1,(KM) 

4.50 

Niindry l)obti>rii 

10.5(K) 

Discounts ffad Bad Debts Revservo 


(’ash ill hand 

IfK) 

(1st .January) 

1 >irectors’ Fees 

200 

Profit and Jjoh.s Account (1st 


UX> 

•laniiary) Dr. 

4,270 

Jnt/crost on DnlKditiiros 

000 

iSiibscribod (Capital 

20,(HH) 

Bank Interest and Commission .. 

70 

Dolsniiiinis fi% 

1.5,(K)0 

Legal and Aei'ountancy Chargess 

1.50 

Miuidry Croditors 

L. and N. Haidi J^td., Dvordraft 
Sales 

Pur<;hasc<s 

.Mnniifttuturiog Wagos 

7,000 

iXK) 

40.(XK) 

10,000 

11.800 

Royaltios Paid 

2(«> 


Write off depreciations from : hand and Buildings 3 per cent. 
Machinery and Plant 5 per cent. Patterns 10 per cent, Patents 10 
[)er cent, Office Pumiture 5 per cent, and make a provision of 
6 per cent on the Sundry Debtors for Discounts and Bad Debts. 

On 31st December, the Stock was varied at ;^9,500, and the 
hoose Tools at £2,300. 

(Chartered Accountants.) 


38. The Speedy Motor Cab Co., htd., was registered with a 
Nominal Capital of £30,000, divided into 10,000 Ordinary Shares 
of £1 each, and 20,000 6 per cent Preference Shares of £1 each. 

From the following “Trial Balance” prepare Trading and 
Profit and Boss Accounts for the year ended 31st December, and 
a Balance Sheet as on that date. 
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TRIAL BALANCE 


Ordinary Sharo Capital Account 
I’rt'fmMice Shaft* do. 

Calld in arroar on Preference SharoM 
iStock in hand (ist January) 

Cash in hand 
Bank Ovrdraft 
^ Cab Earnings 
Salarira 
Tyros 
Insurance 
General Exiienses 
l^Iaiit and Machinery 
Fixtures and Fittings 
Taxicabs 

Debtors and Creditors .. 

Itosorvo for Renewals (Lit January) 

Profit and Liws Account (Balance, 1st January) 

Rent of Tuxiiuetcrs 

Licences .. ^ 

Petrol (leas Payments by Drivers) 

Training Drivers 

Washing and Cleaning Cabs etc. 

Repairs 

Rent, Hates, and Taxes 
Lighting 
Directors* Fees 
Preliminary ExjK*nses .. 

IjOgal Expenses and Audit Fee 


Dr. 

i s d 


8 10 0 
1.305 8 7 
28 9 a 


1,187 10 3 
4,906 3 11 
1,521 8 0 
278 9 0 
1,451 9 0 
1,126 17 0 
28,000 0 0 
89 17 3 

748 3 5 
465 10 0 
312 8 0 
874 8 6 
103 6 4 
2.0<Ki 8 2 
1,810 12 5 
953 8 7 
189 r, 4 
, 250 0 0 
458 9 6 
102 5 3 


Cr. 

£“ sd 
lO.oOO 0 0 
18,267 0 0 


003 5 4 
18,697 19 5 


710 2 0 
.5(H1 0 0 


£48,778 6 9 £48,778 6 9 


Before preparing the Accounts, the following adjustments 
are necessary— 

Charge Depreciation on Plant and Macliinery, and fixtures 
and Fittings, at 10 per c?ent per annum. 

Charge Depreciation on Taxicabs at 5 per cent per annum. 

Reserve for Renewals, £600. 

Reserve for Rates ^wing, £lff 7s. 6d. 

Reserve for Insurance paid in advance, £170 Is. 6d. 

The taking:, of the cabs on 30th and 31st December amounted 
to £171 8s. 3d., but were not paid in by the Drivers until 
1st January. , 

Write off one-third of the Preliminary Expenses Account, 

The value of the vStock in hand as on 31st December was 
agreed at £1,486 10s 9d. 

(Royal Society of Arts). 

39. From the foliowring Trial Balance prepare a Balance 
Sheet and state, item by item, the mannei in which you would 
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verify the assets. What precautions would you take so as to 
ensure, as far as possible, that proper values are stated, and that 
the shareholders are fully informed as to the basis of such valuation 


TRIAI. BALANCE 

Universal Stores Limited, Dec. 31st, 1922. 


£ 

Goodwill .. .. .. 96,000 

Kreehold Properties as at date of incorporation of 
Company .. .. 1,50,000 

Addition to Freehold Properties .. .. 30,000 

Iveasehold Properties .. .. ,. 20,000 

Fixture .. .. .. 30,000 

Moveable Plants, including Horses, Motors, Carts, 

Vans and Steam Wagons .. .. .. 8,000 

Stock at Manager's valuation .. .. 78,000 

Stock of stationery .. .. .. 400 

Sundry Debtors .. .. .. .. 59,000 

I^ayments in advance ., .. .. 1,000 

20,000 Consols .. .. .. 15,000 

Bills Receivable .. .. .. 1,500 

Cash at Bank .. .. .. 5,000 

Cash in hand .. .. .. 800 

Bank I.K)an Account .. .. .. 8,000 

Reserve for redemption of Leaseholds .. .. 5,000 

Bad Debt Reserve .. .. .. 2,000 

Debentures .. .. .. 50,000 

Interest on debentures accured due .. .. 700 

Deposit Accounts .. .'. .. 10,000 

Trade Creditors .. !. .. 7,000 

Sundry Creditors .. .. .. 2,000 

Reserve Account .. ., .. 80,000 

Profit and Loss Account:— 

Balance from last Account .. .. 10,000 

Net profit for the year .. .. .. 60,000' 

Interim Dividend .. .. .. 10,000 

Loans and Mortgages .. .. 30,000 

Capital .. .. .. 250,000 


The loans and moi^ages are secured on Freehold Properties. 
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The 4 per cent debentures form a floating charge on the assets 
of the company. 

The authorised capital is £5,00,000. Dock warrants and 
D/Os for goods in store have been banded over to tbe Bank to 
secure advances. Bills Receivable under discount £5,000. 

(C.U., B. Com.—1923). 

>1 


40. A Company had a Capital of Rs. 50,000 in Rs. 100 shares. 
The shares were issued at par on 1st July, 1938 and fully subscribed, 
Rs. 60 per share being payable on application and tire balance on 
allotment. The allotments were made on 3rd July. The 
allottees of 100 shares did not pay the allotment money and shares 
were declared forfeited on 31st March, 1939. A dividend of Rs, 5 
per share in respect of the year ended 30th June, 1939 was 
declared and paid on 23rd July, 1939. The forfeited shares were 
re-issued on 1st August, 1939, at Rs. 125 per share for cash. 
Give the necessary Journal entries to record the above transac¬ 
tions. 

(Rajputana Board—1941.) 

41 (a). A Limited Company has an issued capital of 
Rs. 5,00,000 divided into 5,000 shares of Rs. 100 each, Rs. 75 per 
share called up. On 20() of these shares, only Rs. 25 per^hare 
has been paid for application and allotment, first and second calls 
of Rs. 25 each not having been paid. The directors resolve to 
forfeit these shares. Make the necessary Journal entries and 
show the effect on the Company's Balance Sheet. 

(b). A Company issues 10,000 shares of the face value of 
Rs. 10 each, payable Rs. 3 on ap'^lication, Rs. 3 gn allotment, 
Rs. 2 on first call and Rs. 2 on final call. All the shares are sub¬ 
scribed and duiy allotted and both the calls are made. All cash 
is duly received except the final call on 200 shares. The.sc are 
subsequently forfeited by the directprs and are resold as fully 
|)aid for Rs. 500. Giv^ the necessary Journal entries for the 
above transactions. 

(Rajputana Board). 

42. The Calcutta Trading Co., Ltd agreed to purchase from 
Mr. Sarkar the assets and goodwill of his business which were as 
foUov^: Landed property, Rs. 60,000; Plant Rs. 1,60,000, 
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Goodwill Rs. 1,40,000 ; Stock Rs. 40,000. Payment was made 
on the 1st November, 1931 as to Rs. 3,00,000 in 6% Debentures 
and the balance in Ordinary Shares of Rs. 20 each valued at a 
premium of Rs. 5 each. Show the necessary entries in the books 
of the Company to record the transactions. 

{C.U., B.Com—1932). 

43. I'rom the following Trial Balance of the accounts of a 
Manufacturing Company (whose Authorised Capital consists of 
15,000 Ordinary Shares of £10 eacli) prepare a Trading Account 
and Profit and ho.ss Account for the year ended 31st December, 
and a Balance Sheet as on that date. 


C’apiiiil iHHUiwI and fully paid 

£ 


£ 

lip, 0,(i0() slianw ot £10 oanh 

00,000 

IiiHuranct) , 

190 

StiOfk (Ist. .lanuary) 

32,000 

Gonnral E.xponHws 

2,640 

(.Vsh in hand 

l.'iO 

Oisoounts (balance) I>r. 

1,800 

('ash at H.atdc 


Rad Debts 

.">70 

l*iirchaa«.s 

.52,3.")0 

Interest and Rank ('har|c;es 

350 

Hall'S 

13(5,.'}(MI 

i.and and Rmliling.s 

22,2.30 

Halos lli'.tiii'iis 

4<M) 

-Machinery and LMant 

35,600 

l'ui"hiisi' Ri'liinis 

750 

Hiindry liobtors 

52,500 

Maiiiifactiiritig (Uiar^os .. 

1 

Hunilry Croditors 

2 f.7.30 

Maiiiirai'tiiriiig W'aci's 

2S..'>.^.0 

Pttt.i'nts 

5,(K)0 

Salarit'M 

R.-iOO 

Bad Debt.s Reserve (l.st Jan.) .. 
Profit and Loss ((Jr. bnlaneo 

2,600 

Traill) Kv|)i!n.sf*s 

B.K-IO 

1st January) 

750 

flntiDS iM'd Tavos 

2.^0 

ResiTVi' Account 

5,000 


Charge Depreciation on I/and and Buildings Account at 3 per 
cent per annum, and on Machinery and Plant Account at 6 per 
cent. Make a Reserv'e of 5 per cent oi\ the Sundrv' Debtors for 
B.id Debts; write down Patents Account by 10 per cent; carry 
forward £90 of Insurance : and charge £500 as Directors’ l^ees. 
TJie value of tJie Stock, as on. 31st Deepmber, was agreed at 
£23,700. Charge 10 per cent on net profits as remuneration to 
the Managing Director, and ap])ropriate £2,500 to the Reserve 
.\ccouiit, carrying forward the balance. 

(Royal Society of Arts). 

44. The secretary of the Cheshire Manufacturing Co., Ltd., 
takes out his balances on 31st December, and submits to you the 
following i>articulam, from which prepare Trading Account, 
Profit and Loss Account, and Balance Sheet— 

Nominal Capital, £160,000, divided into 5,000 Preference 
Shares of £10 each, and 10,000 Ordinary Shares of £10 each. 
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£ 


£ 

5,(K)U Preference Shares, £1U 




mch, £2 paid 

10,000 

Bad Debts 

275 

10,000 Ordinary Shares, 


Postage, oto. 

86 

£10 each, £5 called up .. 

50,000 

Hates, Taxes and Insurance 

524 

150 5% Mortgage Ocbeiitures 


Travel!ii^ Expenses 

302 

of £ loo each, issued at 95 

15,000 

Interest and B-iiik Hiarges 

76 

('o»t of issue of Debentures 

750 

Directors' Pees 

650 

I 'urcha-ses 

43,249 

Stock (1st Januar}') 

11,420 

ALnrd and BuihUngs 

25,UH) 

Sundry Debtors 

24,300 

Fuel 

570 

Sundry Creditors 

9,160 

Plant and Machinery 

5,620 

('arriage Inwards 

220 

liepairs 

445 

GkuKlwill 

KMMH) 

Loose T(h>1s (l^fc January) 

1,752 

Carriage Outwards 

410 

Office Expenses 

363 

Dobi'iituro iiiU«;cst jtiid 

.375 

Sales 

53,847 

Profit and Loss Account balanci' 


Wages 

9,371 

of loss brought forward 


Discounts Hecoived 

324 

from last aci-ount 

2,243 

]>i.sc( Hint'S Allowed 

517 

I'npaiil Calls, Ordinary Sharos 

250 

Sfilaries 

975 

Bank Overdraft 

1,525 



Cash in hamt 

114 


Reserve for Debenture Interest, £375, licserve for Wages, 
£50. Provide for Bad Debts, £400 ; Insurance prepaid, £21. 
Depreciate Land and Buildings 1 per cent, and Plant and Macbi- 
r nery 10 ])er cent. Reserve for Discounts, 5 i>er cent on Sundry 
Debtors and per cent cm Sundry Creditors. Stock at 31st 
December, £18,703. 

\"alue of Loose Tools at 31st December, £2,000. * 

(Lancashire and Cheshire Union). 


45. Messrs. John Bolton & Co., Ltd. was registered as a limited 
corajjany in 15)... The«Nominal Cajntal of the Company consists 
of 75,000 Ordinaiy’^ Shares of £f each. The Company is also 
empowered by its Memorandum of Association to issue 250 
Debentures of t.lOO each, carrying interest at the rate of 4| 
per cent per annum*. 

^ The books were balanced as on 31st December, on which date 
the Stock in hand was valued at £11,840. 
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The L,edger Balances were as follows— 


Hharo Capital (lasued 50,000 
Shares of £1 each with ISs. 

£ 

fier share called up. 

37,600 

Calls paid in advance 

Mortgage Debentures (Issued 

125 

100 DftbonturrMi of £100 each 
Unpaid Calls (Ordinary 

10,000 

Shares) 

250 

Stock (Ist January) 

9,875 

Cash in hand 

60 

Cash at Bankers 

3,104 

Purchases 

32,960 

Sales 

61,842 

Trade Charges 

982 

Wc4(eH 

19,462 

Salarim 

1,291 

Travelling Expenses 

871 

Rat(M and Taxos 

321 


£ 


Insurance (Fire) .. 195 

Roaerre Fond .. 8,800 

Discount (debit lialanoo) .. 829 

Returns from Customers .. 1,482 

Return to Creditora 3,421 • 

Bad Debts written off .. 348 ' 

Interest paid on Debentures ,. 450 

Freehold Land and Buildings .. 22,280 

Machinery and Plant .. 17.800 

Patents .. 1,200 

Sundry Debtors .. 20,140 

Sundry Creditors .. 11,861 

Bad Debts Reserve (Ist Jan.) .. 940 

Pro6t and loss Account 
(balance let January) .. 3,286 

Dividends (])aid on Ordinary 
Shares on 13th February) .. 1,875 


The following adjustments are necessary :— 

(1) Provide for Depreciation on the Machinery and Plant at 
tlie rate of 10 per cent, and on the Patents at the rate of 16 per 
cent. 

(2) Make a provision of 6 per cent for Bad and Doubtful 
Debts, 

(3) Carry forward £50 of the amount paid for the Fire 
Insurance, representing the unexpired period covered by the 
premiums. 

(4) It was decided by the directors not to add to the Reserve 
Fund, but a bonus of 6 per cent on the net profits for the year, 
was voted for distribution amongst the departmental managers. 
Provide for tliis before closing the accounts. 

Prepare Trading and Profit and Doss Accoimts for the year 
ended 31st December, and a Balance Sheet as on that date. 

(London Chamber of Commerce) 


46. A Limited Company issued 6,000 6% Debentures of 
Rs. 1,000 each at 950 per debenture. The whole issue was under¬ 
written by the Bengd Underwriters Ltd. for a commission of 
6% on the nominal value. Applications were received for 4,500 
Debentures, which were duly allotted and paid for. The remainii^ 
500 Debentures were allotted to the underwriters under terms of 
underwriting agrecunent. 

Write the Debentures Account in the Company's Ledger, 
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the Account of the Undemriters and Cost of Debenture Issue 
Account. 

How would the transactions appear in the Balance Sheet of 
the Company ? 

(C.U.. B.Com.—1941) 


^ 47. (a) What is a Debenture ? 

(b) To secure repayment of an issue of 5% Debentures, 
to the extent of Rs. 2,00,000 at the end of six years, it is desired 
to start a Sinking Fund, rate of growth 4% per annum. If an 
annuity of Rs. 100 per annum at 4% per annum interest amounts 
to Rs. 663-3-0 in six years, show the Sinking Fund Account as 
it would appear in the I^edger. 

(C.U., B.Com.—1941) 

48. C. Diitt's Balance Sheet as at 31st December, 1941, was 
as follows : — 


Diabilities Rs. 

4 Sundry Creditors 10,000 

Bills Payable 40,000 

Capital 3,15,000 


Rs. .. 3,66,000 


Assets • Rs. 

Property 1,00,000 

Plant and Machinery 60,000 
Stock 1,60,000 

Debtors 60,000 

Bank 5,000 


Rs. .. 3,66,000 


A Dimited Compat^y was formed to purchase the business 
for the sum of Rs. 4,00>900, payaMe as follows : 6% Debentures, 
Rs. 1,00,000; 8% Preference Shares Rs. 100,000 Ordinary 
vShares Rs. 1,50,000; and the balance in cash, the Company 
agreeing to take ovor all liabilities. 

The registered capital of the company wasRs. 5,00,000, divided 
> ^to 20,000 Preference Shares and 5o,000 Ordinary Shares of 
Rs. 10 each. 

6,000 Preference Shares and 6,000 Ordinary Shares were 
offered for subscription to the public. The Preference Shares 
were issued at par payable Rs. 2-8-0 on application, Rs. 2-8-0 on 
allotment, and the balance one month after allotment. The 
ordinary shares were issued at Rs. 12-8-0 per share, payable 

41 
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Rs. 2-8-0 on application, Rs. 5 on allotment (including Rs. 2-8-0 
as jjtcmium), and Rs. 5 one month after allotment. 

The issued cai>ital was fully subscribed and the shares and 
debenture.s including the vendor’s were allotted. All calls were 
duly ]jaidexcei>t the amount due on allotment and final instalment 
on 50 Ordinary Shares which were forfeited. 

The Company paid the vendor the amount due to him in 
cash, and also Rs. 7,000 for preliminary expenses. 

Record the abf)ve transactions in the Company’s Ledger and 
j)rcparc a Balance Sheet showing the position of the Company. 

(C.U., B.Cora.—1942) 

49. The Balance Sheet of A, B, and C stood as under when 
they sold off the concern to a newly started Joint Stock Company : 



Rs. 

Rs. 

A’s Capital 

45,000 Land and Buildings 

28,000 

B’s Capital 

.. 90,000 Machinery 

14,000 

C’s Capital 

15,0(K) J^tock 

20,OC0 

Creditors 

8,000 Bills Receivable 

12,000 


Debtors 

18,000 


Rs. 98,000 

98,000 


The Joint vStock Company was started with a capital of 
Rs. 2,00,000 ilivided into 2,000 .shares of Rs. 100 each. It also 
issues debentures for Rs. 1.00,00(J. The entire concern of A, B 
and C is taken up by the Company on agreeing to pay them as 
follows :— 


Share ^ 

• 

Debenture.s 

Cash 

Rs. 24,000 

18,000 

6,000 

,. 16.000 

12,000 

4,000 

8.000 

6,000 

2,000 


The remaining shares and debentures are issued to the public 
which are all taken up and paid for with the exception of 200 
shares held by John on which he has not paid the final call of Rs. 40 
per share, Avhich were forfeited (after due notice to John) and re¬ 
issued (as fulh* paid) at a discount of Rs. 20 per share. The 
Company paid Rs. 1,000 as Preliminary expenses. The balance of 
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the forfeited amount is utilised towards writing oflf both Goodwill 
and Preliminary Expenses entirely and then towards Madunerj'^ 
which stood in the Balance »Sheet at inflated ^'alue. Pass the 
necessary journal entries in the books of the Joint Stock Company 
and prepare also the Balance Sheet. 

(Bombay University). 

50. On 31st December 1900, the City Trading Co., Ltd., 
had a Debenture Reserv’^e P'uiid of £50,000 represented by invest¬ 
ments amounting to £50,000 2^ per cent Consols. The Com])any 
also bad a balance in the Bank on current account at 
30th June 1010 of £6,000, The Debentures, amounting to £50,000 
were j)aid off on 30th June 1010. To provide for this, the Consols 
were realised at 83% net, and the proceeds paid into the Bank 
on 30th June 1010. Record the a])ove transactions in the books 
of the Com])an3% and show the Ledger Accounts affected. 

(Chartered Accountants) 

51. The Soft Coal Co., Ltd., issued on 1st April 1012, £100,000 
of Second Debentures at 5j per cent on condition that before 
paying, or providing for i>ayment, of any dividend on any shares 
or stock, the Company should pay the Trustees for the Debenture- 
holders (immediately on the ascertainment of the result ()f the 
tradjng for the Comi>any’s financial year, which ends on March 
31st) one-fourth part of the aimmiit, if any, which might then 
otherwise be a]>plied in iiayment of dividend on such shares 
or stock. The Comjiany made a profit for the year endc' March 
31st, 1013, of £14,500, and there was £1,500 brought forward 
from the precious year. 

Draft the Journal Ihitrj' necessary to make the Company’s 
Ledger show the liability to the Trustees, and show how the 
items affected should ap]>ear on the Balance Sheet of the Com])any. 

(Chartered Accountants.) 

w 52. The Bengal Iron Comjiany, Limited, issued 7| per cent 
'’rreference Shares of the face value of live crores of rupees at 
par and 6 per cent Debentures of the face value of three crores 
of rupees at a discount of ten percent. Messrs. vS. D. &Co, under¬ 
write the whole of the issue for a commission of four per cent 
on the Preference Shares and of five per cent on the Debentures. 
Preference Shares of the value of four crores of rupees and 
Debentures of the value of two crores of rupees are taken up and 



paid for by the public. The balance is allotted to the under¬ 
writers under the terms of the underwriting agreement. 

Prei)are tlie Ledger Accounts where these transactions will 
be found recorded ; what amount will the underwriters have to 
pay to the company ? How w'ill tliese figures appear in the Balance 
vSheet ten years after such issue, if the Debentures are redeemable 
in 30 years ? 

(G.D.A.) 


53. The John Smith and Steel Nib Co., Ltd., w'as registered 
on and took over the premises of John Smith as from 1st Januar}'. 
John Smith sold his business to the Com]»any upon the following 
valuation— 


Buildings (on Leasehold premises with 21 years £ 

to run from 1st January) .. .. 7,500 

Machinery and IMant .. .. .. 11,050 

Stock and Materials . . .. .. 3,872 

Goodwill .. .. ., .. 10,000 


The Company took over tJie Book-debts, w’hich John Smith 
guaranteed, while he discharged the liabilities existing on 31st 
December last. The Company wasregisteredwithanominalcapital 
of jf8(',000 divided into 80,000 shares of £i each. Of these 25,000 
fully ])aid shares w'cre allotted to the Vendor as part consideration 
for the ‘^ale of the Vmsiness, the balance being paid to him in cash. 
20,000 shares were offered to, subscribed, and fully paid by 
the juiblic, with the exce])tioii of" 200 .shares, on which 
10s. per sliarc had been ])ai(l, and Avhich were forfeited 
during the year by resolution of the board of directors, owing 
to the non-payment of the linarcall of lOs.' per share. The book.s 
were closed on 31st December, and Stoek taken as on that date, 
amounting to /0,7()0. 

You arc recpiired to wTite off one-twentieth of the value of 
the Buildings (to ])rov«de for the expiration of the Lease) ; 8 per 
cent of the Machinery and Plant (as Depreciation) ; one-fourth* 
of the Preliminary P'xpenses ; and 5 per cent from the Book- 
debts (as provision against Bad and Doubtful Debts); and then 
to prepare the Company’s Trading Account and Profit and Loss 
Account for the year to 31st December, and Balance Sheet as 
on that day. The balances of the Ledger Accounts then, in 
addition to those resulting from the above transactions, were— 
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£ 


£ 

l'urchase.s 

35,720 

Offiuo Expenses 

1,006 

Rent 

76 

Dirootors’ Fees 

200 

liates and Taxt's 

211 

Sundry Debtors 

12,380 

W'agiis 

8,241 

Sundry Creditors .. 

4,467 

Sidarins 

917 

Pruliuiitiory Ex|>ense3 

400 

Maunfafturing J*)xponst«» 

2,163 

Had Debts (of which £187 wore in 


8al 8 

49,798 

rcs[}Oct of the debts guaranteed 


lliturn«xl PurchaHt's 

311 

by John Smith, and iire payable 


(^I>i8ritun1.s Allom'd (of wliH'h 


by him 

206 

£230 were aliowod on dolrt^s 


Cash at Bank 

3,699 

which wore guaranteed in 


Auditors’ Fwe 

100 

full by John Smith, and are 


lieturned SaU>3 

763 

payable by him 

1,033 

DiscountH Received 

681 


State what dividend you would recommend to be paid to the 
vShare-holders, and what balance of I’rofit and l/oss Account 
would be carried forward to the next year. 

(Royal Society of Arts). 


54. The nominal Capital of Messrs. Browusou & Co., Ctd., 
consists of 8,000 shares of /I each, and 15s. per share has been 
called up, all of which have been issued, but 80 shares w'ere 
forfeited on the 1st February. On the 31st March, the I/edger 
Balances were as follows— • 


b 

£ 


£ 

1 'apital paid up 

6,940 

Profit and Loss Account Cr. 

100 

Billa Payable 

1,0<X) 

Inb'Tira Dividend 

750 

Sundry Creditors 

2,079 

i’remiscs .4(‘coimt 

2,000 

Bad liebts 

220 

Salaries 

1,200 

Bad Debts Reserve 

120 

Siimlry Debtors 

• 3,172 

(iaali 

9.7 

Dircclors’ Ff^'s 

200 

Stock (Ist, April) 

2,0.66 

F\irnituri» and Fitliin„.s 

412 

Reserve Account 

6(M> 

Wages 

6,802 

Bank Cr. 

IKK) 

Sales 

11..668 

Horses, Cart , etc. 

478 

Puwhases 

1,626 

Preliminary Expenses 

• 600 

Carriage 

Triivclling Ex|junseB .. 

R»t,e.s, etc., for the half year 

260 

Discount-s IJr. 

Bills Receivable .. 

126 

1,488 

607 

Forfeited Shart« Account 
Plant and Maehinory 

.. • 10 
.. , 1,286 

ended 30th Sept, last 

• 
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The Stock at the date of abstracting the above balances 
amounted to £‘!*,456 ; Wages (unpaid), £50 ; Interest on Bank 
overdraft, £36. Briiig up the Bad debts Reserve Account to 
to 5 per cent on Sundry Debtors. Also provide £60 for Depre- 
^ Ration of Plant and Machinery. 

On the 1st April, it was decided to spread the Preliminary 
Expenses over a period of six years ; the amount originally was 


£600. 

After making the necessary adjustments, prepare Trading and 
Profit and Doss Accounts and Balance Sheet. 


(National Union of Teachers.) 






Chapter X 

JOINT STOCK COMPANIES (Contd.) 

(Other special matters) 

Purchase of Business 

A Joint Stock Company is very often formed for the purpose 
of acquiring an old-estaVdislied business. Successful sole traders 
often form a private limited company to which the business is 
transferred. The object may be to ensure perpetuity of the 
business—family concerns are often saved from ruination by 
private quarrels by such device. Or it may be for the protection 
of the x>rivate properties from business debts—the liability of 
the share-holders of the joint stock company being limited. An 
inventor or a man with ideas but with no finance, sometimes 
forms a public limited company to which the invention is sold. 

The seller of the business is called the vendor and the money 
paid for the business is called the Purchase Price. The company 
naturally does not pay the vendor the full amount of the purchase 
price in cash for in that case it will not only raise the difficulty 
of shortage of working capital for the company, but it will also 
raise great suspicion in the minds of the public who are the 
prospective share-holders. I'or, if the company had the prospect 
of a successful career, why does the vendor get away with his 
money instead of investing in the company ? Therefore, the 
very common practice of paying the pufchase price to the vendor 
is tliat he is paid partly in shares (and in debentures) and partly 
in cash. Shares issued to the vendor for the purchase considera¬ 
tion may be issued as partly paid shares, ^ut generally shares are 
issued as fully paid shares. Sometimes the business is taken over by 
the company as a going concern i.e., exactly as it stands with aU 
the assets and all the liabilities. Or again, the purchasing 
company may not take over tlie liabilities. In such case the cash 
balance is left with the vendor to enable Jiim to pay the liabilities.^, 

The purchase price is a matter of agreement between the 
vendor and the company. There may be consideration for 
Goodwill. In some cases the amount for the Goodwill is spe¬ 
cifically mentioned but often it has to be ascertained. If the 
purchase price is higher than the net assets taken over, (i.e., value 
,of assets less the value of liabilities) the excess of the purchase 
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price over the capital value of the business is the value of the 
Goodwill.. Thus, if the total assets of the business is Rs. 126,000 
and the liabilities Rs. 35,000 and if the purchase price fixed is 
Rs. 1,00,000, obviously Rs. 10,000 is the value of the Goodwill. If, 
on the other hand, the purchase price is somewhat less than the 
net assets taken over the company makes a Capital Profit in 
ithe transction. 


Business Purchase Account 

When a company takes over assets and liabilities of a busi¬ 
ness, it has to bring into the books of accounts the assets and 
liabilities acquired. For that purpose :— 

(1) A Business Purchase Account is opened which is debited 
with the agreed purchase price and the account of the 
vendor is credited with like amount. 

(2) All the assets including Goodwill are then debited with 
their respective amounts, crediting the Business Purchase 
Account with the same. 

(3) The Business Purchase Account is debited with the total 

^ of the liabilities taken over and the liabilities are credi¬ 

ted to the respective accounts. 

This will close the Business Purchase Account and the 
company’s books will start with the assets and liabilities. 

(4) The vendor's account will be debited and the Share 
Capital Account (and Debenture account—if Debenture 
is also issued) will be credited with the shares is^ued to 
him in pa 3 nnent of the purchase price. 

(6) The vendor’s account will be debited and the cash book 
credited with the amount* of the cash pai(J. 

Example: 

The Hind Industries Ltd. was incorporated with a capital 
of Rs. 500,000 divided into 3,000 Ordinary Shares of Rs. 100 each 
' ^tind 2,000 6 per cent Preference Shares of Rs. 100 each, to take 
over the following assets from A B & Co. 


Land & Buildings 
Plant & Machinery 
Furniture 
Stock-in-Trade 


Rs. 100,000 
„ 140,000 
„ 10,000 
„ 20,000 
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The purchase consideration was fixed at Rs. 300,000 payable as 
to Rs. 260,000 by issue to the vendors of 1,500 Ordinary Shares of 
Rs. 100 each and 1,000 6 per cent Preference Shares of Rs. 100 
each both fully paid up and the balance in cash. 

The remaining shares were issued to the public payable Rs. 20 
on application, Rs. 30 on allotment and Rs. 26 each on two calls. 
The shares were fully called up. Subscriptions were received 
for 1,400 Ordinary ^ares and 1,200 Preference Shares. The 
application money on 200 Preference Shares were returned to 
the applicants. Allotment money and the first call was duly 
received but on the final call Rs. 32,000 was received from the 
Ordinary shareholders and Rs. 23,000 was received from the 
Preference shareholders. The Preliminary Expenses amounted 
to Rs. 3,600. Payment to the vendors w^as duly made. 

Make the necessary Journal entries, write up the Cash Book, 
the Business Purchase Account, the Vendors Account and draw 
up the Balance Sheet. 


Journal 


Dr. Cr 




Rs. 1 

a 

Pl 

Rs. 

a 

P 


3uainos8 Purchase Account 

3,oo,ooo; 

1 

i 

0 






To Vendors’ Account 



3,00,000 

0 

0 


rieing the purchase consideration for the assets 
acquired from the vendors as per agreement 
dated... .and adopted by the Board on. 

i 

1 

! 

1 

1 

1 

1 





1 

Land and Buildings 

1,00,000 

0 

0 





Plant and Machinery 

1,40,000 

0 






Furniture , 

10,000 

0 






8tock-in-Trade 

20,000 

0 






Goodvdll 

30,000 

0 

0 

‘ 

1 








I 3,00,000 

0 

0 










Vendors* Account 

2,60,00a 

0 

0 





To Ordinary Share Capital 




1.50,000 

0 

0 


Preierenoe Share Capital 




! 1,00,000 

0 

0 

iBoiiur the allotment to the Vendors of 1,500 Ordi- 








nary Shares and 1,000 Preference Shares, issued 








as fully j^d up, in port payment of purchase con¬ 
sideration as per Board Beeolution dated. 




) 

i 


i 


Ap^ieation Aooount (Ordinary Shares) 

To Ordinary Share Capital 

28,000 

0 

0 

i 

i 28,000 

0 

0 


Rs. 20 per share on 1,400 shares. 




( 




Application Account (Preference Shares) 

. To Pieferenoe Share Capital 

Rs. SK) per share on 1,000 shares. 

20.000 

1 

0 

i 

1 

1 

0 

1 

; 20,000 

0 

0 
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Dr. Cr. 



Allotment AoDouat (Ordinary Shares) 

To Ordinary Sham Capital 

Bs. 30 per share on 1,400 shares- 

42,000 


0 

1 

42,000, 


0 


Allotment Account (Preference Shares) 

To Preference Share Capital 

Bs. 30 per share on 1,000 sluures. 

30,000 



i 

30,000 

1 

? 

1 

0 


First Call Account (Ordinary Shares) 

' To Ordinary Share C^piw 

Bs. 26 per share on 1,400 shares. 

36.000 


1 

35,000 

1 

0 


First (^1 Account (Preference Shares) 

To Preference Share Capitid 

Bs. 26 per share on 1,000 shares. 

26,000 


1 

25,000 

1 

0 


Second Call Account (Ordinary Shares) 

To Ordinary Share Capital 

Bs. 26 per slum on 1,400 shares. 

36,000 


1 


1 

0 


Second Call Accoimt (Pfeferenoe Shares) 

To IVeference Share Capital 

Bs. 26 per share on 1,000 shares. 

26,000 


1 

25,000 

1 

0 


Cash Book 



Bs. 

a 

P, 



Bs. 

a 

p 

To Application A/o 





By Application A/o. 




OfA shares 


0 



Pref. shares refund 




,, Application A/o 





of deposit 

4,000 

0 

0 

Pref. shares 

24,000 

0 



„ Vondore 

504)00 

0 

0 

„ Allotment A/c 



1 


„ Preliminary Expenses 

3,500 

0 

0 

Ord. shares 

42,000 

0 

m 


„ Balance 

1,81,600 

0 

0 

„ Allotment A/c 



i 






Pref. shares 


0 

m 






„ First Call A/c 









Ord. shares 

35,000 

0 







„ First Call A/c 









Pref. shares 

26,000 

0 

m 






„ Final Call A/o 



1 

( 






Ord. shares 

32,000 

0 







,, Final Call A/o 



i 






Pref. shares 

23,000 

0 

i 







2,39,000 

1 

1 

I 

i 

j 

I 

2,39,000 


0 


Business Purchase'Account 



• 

Bs. 

a| 

Pi 



Bs. 

a 

p 


To Vendors' Account 





By Land and Bufldings 


0 

0 







„ Plant and Machin^ 


0 

0 







„ Fumitute 


0 

0 







„ Stook-in^Trade 


0 

0 







„ Goodwill 


0 

0 




I 

I 




I 

0 
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Vendors Account 



lie. 

a 

P 



Bs. 

a 

p 

To Ord. Share Capital 


0 



By Business Purchase 




„ Prof. Share Capital 


0 



A/c. 



0 

„ Bank 


0 

I 

i 






3,00,000 


0 




0 

0 

t 

f 


Balance Sheet as at— 


Capital and Liabilities 

Rs. 

a 

p 

Property and Assets 

Rs. 

a 

p 

Authorised Capital 




Goodwill 

30,000 

0 

0 

3,000 Ordinary Shares of 




Proliminary Expenses 

3,500 

0 

0 

Hr. 1(K) each 

3,00,000 

0 

0 

Land and Buildings 

1,00,000 

0 

0 

2,(HM) Prefmince Shares of 



1 

Plant and Machinery 

1,40,000 

0 

0 

lls. 100 each 

2,(K),000 

0 

0 

Furniture 

10,000 

0 

0 



1 

Stoek-in-Trade 

20,000 

0 

0 







.5,00,000 

0 

0 

Csbsh at Bank 

1,81,500 

0 

0 

Subscribed and Called up 








Capital;— 








1,500 Ordinary Shares of 
Hr. 100 each issued to the 
vendors as fully paid>up* 

1,50,000 

0 

0 

1 




1,400 Ordinary Shares of 
Its. KM) each fully 
called up 

1,000 Preference Shares 

1,40,000 

0 

0 

j 

i 

I 

1 

j 




of Rs. 100 each issiiod 








to th«k vendors as fully 
pud-up 

1,000 Preference Shares of 

1,00,000 

0 

0 

t 

1 

1 




Rs. 100 each fully 
called up 

1,00,000 


0 






4,90,000 

0 

0 

• 




Loss Calls in Arrears Rs. 








On Ordinary Shares 3000 
„ Inference Shares 2000 

6,000 

0 

0 

t 

t • 

• 





4,85,000 

0 

0 

• 

4,85,000 

0 

0 


Note .—The purchase price is settled at Rs. 300,000. The^ 
value of assets taken over is Rs. 270,000. Therefore the excess 
amount i.e., Rs. 30,000 is the payment for Goodwill. 


Example: 

Bengal Industries lytd. acquired the business of M/S Sen & 
Gupta on the basis of the following Balance Sheet. 
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Liabilities 


Rs. 

a 

Pt 



p 

Creditors 



0 

0 

Stock 

33,000 0 

0 

Capital 

Bs. 




Debtors 

24,000 0 

0 

Son 

36,000 




Furniture & Fixtures 

4,t)00 0 

0 

Qupta 

20,000 


0 

0 

1 

i 

» 

Plant & Machinery 

40,000 0 

i 

0 



1,01,000 

0 

_ 

o! 

\ 

1 

1,01,000| 0 

0 


fc " 


The Vendors were to be paid Rs. 60,000 in full satisfaction of 
the purchase price in 3,000 shares of Rs. 10 each valued at Rs. 11 
each and the balance in cash. 

Make the necessary Journal entries in the book of the Company. 


Journal Dr. Cr. 




Rs. 

a 

p 

Rs. 

|a 

p 


Business Purchase Acc 9 unt 

50,000 

0 

0 





To Vendors 




60,000 

0 

0 


Being the purchase of the business of the Vendors 








Stock 

33,CKX» 

0 

0 





Debtors , 

24,000 

0 

0 





Furniture and Fixtures 

4.000 


m 





Plant and Machinery 

40,000 

0 

0 





To Creditors 




45,(XK) 

0 

0 


„ Capital Reserve Account 




6,000 

0 

0 


„ Business Purchase Account 




.50,000 

0 

0 


Being assets and liabilities taken over 








Vendors’ Account 

50,000 

0 

m 

m 



« 

To Share Capital 




30,(K)0 

0 

0 


„ Promium on Shares Account 

• 



3,000 

0 

0 


„ Bank 




17,000 

0 

0 


Being payment in satisfaction of the purchase 
price as per agreement 

• 








Note. —(a) The nett assets (assets less liabilities) taken over 
is Rs. 66,000 for which the Ccftnpany is paying Rs. 50,000. 
There is therefore a capital gain of Rs. 6,000 which is credited to 
the Capital Reserve Account. 

(b) The Shares •have been issued at a premium of Re. 1. 
Rs. 3,000 has therefore been credited^to the Premium on Shares 
Recount. 

Premium on Issue of Shares and Debentures 

When shares and debentures are issued at a premium, the 
Company makes a profit but that is not a profit earned in the 
usual course of business. Therefore it will not be advisable to 
transfer it to the credit of the Profit & Loss Account and 







distribute it as dividend. Although in the Companies Act, there 
is nothing to prevent such profit being distributed it would be 
proper to utilise such profit in writing off the fictitious assets such 
as Preliminary Expenses, Goodwill etc. 

Discount on Debentures 

The loss suffered when debentures are issued at a discount i 
appears in the books as a debit balance. The discount on 
debentures is written off over a number of years. When the 
debentures are redeemable after a fixed period, it is a good 
plan to write off the discount in annual instalments over that 
period. P'or instance, if the debentures are redeemable after ten 
years, it is argued that the writing off of the discount ^ould be 
spread over ten years as the benefit of the loan is enjoyed by the 
business throughout the period. 

If the debentures are irredeemable the discount should be 
written off over a reasonable period. 

Any other expenses that may be incurred in the issue of the 
debentures shall in the first instance be capitalised and shall be 
written off along with the discount. 

Example : 

• On 1 January 1938 a Limited Company issued 6,000 6 per 
cent Debentures of Rs. 100 each at Rs. 98. The Debentures 
are repayable at par in 10 years. 

Show the Discount on Debentures Account. 


Discount on Debentures Account 


1938 

■' .. 

its. 

a 

p 

i9'38 

1 

i 'Rb7' 

a 

: p 

Jan.l 

To Debenture Aooouut 

10,000 

0 

0 

Dec.31 

By Profit & Loss A/c 

i 1,000 

0 

i 0 







1/IOthofRa. 10,000,' 




1 





written off 

i 


i 

! 

1 






„ Balance .. o/d; 9,000 

i 0 

1 

> 

1 

1939 


10,000 

0 

0 


i 

10,000 


! 0 



' 


i9«l9 


1 ' 


* 

Jan.l 

To Balanoe .. b/d 

9,000 

0 

0 

Dec.31 

By Profit A Loss A/c 

1,000 i 

o| 

0 







l/lOthofBs. 10,000 

1 

1 

1 

1 


1 






written off 


1 

1 ' 


1 



1 



„ Balance .. c/d 

8,000 j 

i2 

0 

i 

1940 

1 

! ®»000 

i 

1-2 

0 


j 

9,000 

0 

0 

i 






j 

1 


Jan.l 

To Balance .. b/d 

1 

i ' 

i 1 

8,000 

1 

1__ 

0 

0 

1 

i 

i 

i 

1 

f 

t 

1 ; 

1 

1 

1 

! 

i 


And so on for ten years. 
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Debentures issued at par and repayable at Ptemfum 

Just as ih& discount on debentures is a loss to be Avritteii oft, 
so also when debentures are issued at par and are repayable at 
premium, the premium is a loss which shall have to be written oS 
while the debentures run. Just as in the former case entries 
• for the discount come into the books when the debentures are 
“•issued, so also in the later case the loss the company shall suffer by 
redeeming the debentures at a premium shall have to be brought 
into the books at the time when the debentures are issued. 

Thus, when a company issues 5,000 6 per cent Debentures 
of Rs. 100 each at par repayable in 10 years at a premium of 
2 per cent, the entries would be 


Dr. Cr. 


Bank 

6,00,000 

0 

0 



Loss on Issue of Debentures 

10,000 

0 

0 



To Debenture Account 




6,00,000 

0 

Premium on Redemption of £>ebentures 

* 



10,000 

0 


The Loss on Issue of Debentures Rs. 10,000 will be written 
off annually as shown in the previous example, the balance will 
appear in the Balance Sheet on the asset side. And^ the 
Premium on Redemption of Debentures will appear on the 
liability side of the Balance Sheet year after year till at the time 
of redemption this account is transferred to the Debentures 
Account and when the Debenture holders are paid out, the 
Debenture Account along with the Premium on Redemption of 
Debentures will disapi?ear from {he books. 


Providing for the Redemption of Debentures 

Debentures issued by the company are generally redeemable 

t ter a specified period. . In some cases, of course such as the 
ailway Companies, irredeemable debentures are issued. When the 
debentures are redeemable after a certain number of years, the 
company shall have to find a lump sum for the payment thereof 
on the due date. Generally the company will find it difficult 
to withdraw a. very large sum from the business for the redemp¬ 
tion of the debentures. Some provisions should, therefore, be made 
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for accumulating sufficient fund during the perioi^ when the 
debentures run, so that the company may be ready with cash at 
the moment the debentures become due for repayment. 

The provision for redemption of debentures is usually made 
by creating a Sinking Fund and investing the same outside the 
business generally in guilt-edged securities. Sometimes a Sinking 
Fund Insurance policy is taken. 

When a Sinking Fund is created, a certain fixed sum is set 
aside every year out of profit and a corresponding amount is in¬ 
vested in guilt-edged securities, which with compound interest will 
produce the required amount at the time when the debentures 
are due for redemption. 

The necessary entries are—-the Profit and Loss Appropriation 
Account is debited with the amount to be set aside and the Deben¬ 
ture Redemption Fund Account is credited with like amount. 
An equal amount will be invested in guild-edged securities, 
the entries for which are—Debenture Redemption Investment 
Account is debited and cash is credited. When interests 
are received. Cash Book is debited and Debenture Redemption 
I^uiid Account is credited. The interest is forthwith invested 
in similar securities for which entries are as explained above— 
Debenture Redemption Investment Account is debited, cash is 
credited. Next year again, the Profit and Loss Appropriation 
Account will be debited with the second instalment and the other 
entries will be as has been explained above. 

In this way, the fund having accumulated year after year, 
the company will have in the Redemption Fund and in the Invest¬ 
ment Account a sum equal to the amount necessary for the re¬ 
demption of the debentures. The investments will be realised— 
debit cash, credit Debenture Redemptioli Investment Account. 
Actually the investments will not realize the exact amount as 
appears in the Investment Account. It will realize either something 
more or something less than the amount standing in the account. 
The difference either profit or loss on realisation should be trans¬ 
ferred to the Debenture Redemption Fund Account. The 
company will now have the required amount of cash which whei/ 
paid will be debited to the Debenture Account thus closing that 
account. The debentures having been repaid. Debenture Redemp¬ 
tion Fund Account need not remain in the books. This account 
will be closed by transferring the balance to the Reserve Accoimt. 

In this method, there is the risk of loss on realization of 
the securities due to market fluctuation, Therefore, the other 
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method nat^ely, taking an insurance policy is becoming in¬ 
creasingly popular. Under this method^ as in the previous 
case the Profit and Loss Appropriation Account is debited with 
the required amount of premium and the Debenture Redemption 
Fund Account is credited. The premium is paid to the Insurance 
Company, which issues an endowment policy for an amomit 
iequal to the sum necessary to redeem the debentures—^the policy, 
of course, maturing on the date when the debentures are due for 
redemption. The premium paid annually, will be debited to 
Sinking Fund Policy Account and Bank will be credited. On 
the maturity of the policy, the sum being realised, Bank will be 
debited and the Sinking Fund Policy Account will be credited. 
Debenture holders being paid the Debenture Redemption Fund 
Account will be transferred to the Reserve Account. 

• 

Example; 

A company issued 5,000 6 per cent Debentures of Rs. 100 
each. In order to accumulate funds for the purpose of redemp¬ 
tion, the company decided to invest Rs. 30,000 each year out of 
profits in 3 per cent Government Securities (ftfee of Tax). Show 
"T the Debenture Raiemption Fund Account and the Debenture 
Redemption Investment Account. 


0 

Debenture Redemption Fund Account 




Us. 

a 

p 



Rs. 

m 

1 

Year 1 

To Balance .. c/d 


0 

0 

Year TBy Profit & Loss 










Appropriation A/c 


0 

( 



30,000 

I 

I 



30,000 

0 

( 

Year 2 

To Balance .. c/d 


1 

i 

Year 2; By Balance .. b/d 

30,000 

0 

( 







„ Interest on Rs30,00() 


0 

c 







„ Profit & Loss 






■ 




Appropriation A/c 


0 

c 


• 

60,900 

i 

E 




0 


Year 3 

To Balance .. c/d 



0 


EBB 

C 



■il 




i j M • 11II1' 

1,827 

0 

c 







„ Profit A Loss 




• 






Appropriation A/o 


0 

c 



92,727 

0 

0 



92,727 

0 

c 






Year 4 

By Balance 

92,727 

0 

c 
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Debenture Redemption Investment Account 


1 


■ 

Bs. 

a 

p 

f 


■ 

Bs. 

a 

p 

Year 1 

To Bank 


30,000 

0 

0 

Year 1 

By Balanoe 

.. o/d 

30,000 

0 

0 




30,000 

0 

0 




30,000 

0 

0 

Year 2 

To Balance 

.. b/d 

30,000 

0 

0 

Year 2 

By Balanoe 

.. c/d 

60,900 

0 

0 


„ Bank 

Bs. 









* 


Interest 

900 











Instalment 30,000 

30,900 

0 

0 










60,900 

0 

0 




60,900 

0 

0 

Year 

To Balance 

.. b/d 

60,900 

0 

0 

Years 

By Balanoe 

.. c/d 

92,700 

0 

0 


„ Bank 

Rs. 











Interest 

1,800 

! 










Instalment 30,000 

31,800 

0 

0 










92,700 

0 

0 

! 



92,700 

0 

0 

Year 4 

To Balance 

.. b/d 

92,700 

0 

0 








The accounts are shown for three years only. Appropriation 
will be made and the Fund will be invested year after year till 
the accumulation is enough to redeem the debentures. 

In this case the investments are made in multiple of Rs. 100 
only. Therefore there is a sum of Rs. 27 uninvested at the end of 
the third year in the above example. 

Appropriation and investment is made at the end of the 
year. Therefore no interest was earned during the first year. 

Example: 

The Debenture Redemption Fund Account and the Debenture 
Redemption Investment Account of a limited company stand 
at Rs. 500,000 and Rs. 499,850 respectively. The directors 
decide to redeem the company’s 5,000 6 per cent Debentures 
of Rs. 100. The investments realised Rs, 4,99,750. Give the 
Journal entries showing the final redemption and the 
Ledger accounts. 


617 



Bank 

To Debenture Redemption Investment A/o 
Amount realised on sale of investments. 


Debenture Redemption Fund A/c 

To Debenture Redemption Investment A/o 
Loss on imlisation of investments. 


Debenture Redemption Fund A/c 
To Reserve Fund 

Transfer of the Redemption Fund to Reserve fund. 


Rs. aj 
4.99J60 0 


100 0 


4.09,000 0 


5,00,000 0 




Debenture Redemption Investment Account 


s 


To Balance b/d 4,99,8.50 


By Bank 

„ Debenture Redemp¬ 
tion fund A/o— 
transfer • 



Debenture Redemption Frmd Account 


To Debenture Redemp¬ 
tion Investment 
A/o—^transfer 
„ Reserve Fund 



By Balamoe b/d 



Reserve Fund 

]^. a p Rs. a p 

, By Debenture Redemp¬ 

tion Fund A/o— 

Jbronsfor 4,09,900 0 


In this case there is a small difference of Rs. 160 between the 
balances standing in the Debenture Redemption Fund Account 
and the Debenture Redemption Investment Account. That is 
because the entire amount of interest received cannot always be 
invested. 

42 


0.0 
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There was a loss of Rs. 100 on realisation of the investments 
due to market fluctuation. 

When a company is unable to build up the Redemption Fund 
for want of profit but the debentures have to be redeemed accord¬ 
ing to the terms of issue, a second issue of debentures may be 
made for the repayment of the first issue. 

When money market condition is easier and funds can bW- 
raised at a lower rate of interest the company may issue fresh 
debentures at say, 6 per cent to repay the 6 per cent debentures. 
That will mean saving on interest charges in future years. 

Redeemable Preference Shares 

These shares may be redeemed out of divisible profits or the 
proceeds of a fresh issue of shares made solely for the purpose of 
redemption. The provisions for redemption out of profits should 
be made by debiting Profit and lyoss Appropriation Account or 
Reserve Fund and crediting Capital Redemption Reserve Fund. 


Example : 

A company had as part of its share capital 1,000 Redeemable 
Preference Shares of Rs. 100 each fully paid up. When the shares 
became due for redemption the company had Rs. 60,000 in its 
Reserve Fund. The company issued 2,000 Ordinary Shares of 
Rs. 26 each specifically for the purpose of redemption and received 
cash in full. The Redeemable Preference Shares were then paid 
out of the new issue balance being met from the Reserve Fund. 

Make the necessary Journal entries and show the Ledger 
Account recording the above transactions. 


Journal 


Bank 

To Ordinary Share Capital 
Amount realisi^ on the issue of Ordinaiy Shares. 


Redeemable Preference Shares 

To Bedeomable Prefereine Shareholders 
Being transfer to Redeemable Ih^>forence share¬ 
holders A/o; 


Redeemable Preferonoe Shareholders 
To Bank 

Being the entry for payment. 


Reserve Fund 

To Capital Redemption Reserve Fund 
'Being the amount transferred from Reserve fund. 


Rs. aj p| 
50,000 0 0 



Cr. 

Rs. 

50,000 


1,00,000 


1,00,000 


60,000 
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Redeemable Preference Share Capital 




Rs. 



■i 


Rs. 


p 


To Redeemable Pnt 


■ 

■ 


By Balanoe 

1,00,000 

0 

0 


Shareholden A/o— 


H 

H 

■ 



■ 



transfer 

1,00,000 

i 

1 




1 



Redeemable Preference Shareholders 



Rs. 

a 


|||||[ 


Rs. 

a 

P 

To Bank 





By Redeemable Fref. 








■ 

Share Capital— 








I 

transfer 

1,00,000 

0 

0 


Reserve Fimd 



Rs. 

a 

P 



Rs. 

a 

P 

To Capital Redemp- 





By Balanoe 

60,000 

0 

0 

tion Reserve Fund 







■ 


—transfer 







1 


„ Balanoe o/d 

10,000 






1 









1 





Capital Redemption Reserve .Fund 


Rs. 

i a 

j 

p; 

■ 

By Reserve Fund— 

Rs. 

a 

• P 


i 

i 

! 

i 

■ 

transfer 


1 



Ordinary Share Capital. 


Rs. 1 a 




1 Rs. 

a 

1 

i 

1 

■ 

By Bank 

1 60,000 

0 




Proflts Prior to Ineorporation 

• • 

When an existing business is purchased by a company, the 
first account of the new company will show profits which have 
been earned during two distinct periods—(a) period prior to 
incorporation and (b) period subsequent to incorporation of the 
company. Terms as set out in the* prospectus mention a deft* 
oite date on which the business is to be taken over as a going 
concern, i.e., along with the benefits of the existing contracts. 
The date fixed is generally the date on which the last account 
of the business was prepared, but more often than not, that date 
does not coincide with the date when the company has been 
Incorporated. Therefore, the profits earned, from the date of 
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the transfer of the business to the date of incorporation of the 
company, is a profit of Capital nature and is not divisible as in¬ 
come, for the simple reason that a company cannot earn income 
before it comes into existence. The company takes over at the 
moment it comes into existence, the assets representing the pro¬ 
fits. Therefore, at the time of preparing the first account of the 
company, the profits earned must be apportioned between the 
periods prior to incorporation and subsequent to the incorpora¬ 
tion of the company. 

The profits which accrued prior to incorporation should be 
applied for reducing the purchase price of the business, for the 
vendor must have compensated himself in fixing the price for 
the surrender of the profits. In other cases assets like buildings, 
plants etc., may be credited with the amount or else the profits 
prior to incorporation should be transferred to a Capital Reserve 
account. The sum must not be mixed up with the reserve that 
may subsequently be created out of jnofit. 

The preparation of two sets of accounts involving stock taking 
on the date of incorporation will be very inconvenient in most 
cases. Therefore, the apportionmetit of profits between the two 
periods is generally done by way of approximation on some 
suitable basis. When the business is evenly distributed month 
by month, through out the year, apportionment on the basis of 
time vyould be quite fair, or else, apportionment may be done 
on the basis of turnover of the respective periods. The third 
method which is the combination of both may give satisfactory 
result, i.e., to apportion the gross profit according to turnover 
and the expenses accordng to time. •• 

Profit and Loss Appropriation (Account 

The net profit earned by the ‘Company, as shown in the Profit 
and Loss Account, is transferred to the credit of another account, 
called the Profit and Loss Appropriation Account. The object 
is to show how the net profit of the year and the undistributed 
profit of the previous years is appropriated. The Appropriation 
Account is debited with such items as the dividends declared, 
amount put to the reserve, amounts set-aside for redemption of 
debenture, for equalization of dividend etc., etc. Income-tax 
payable on the profit of the year is also debited to this account. 
If the manager gets certain percentage on profit as his remmiera- 
tion that also is debited to this account. The balance left after 
^ch appropriation is carried to the Balance Sheet, 



*f62l 


Dividends 

Profits of the company are distributed amongst the share¬ 
holders by way of dividends. Dividend is recommended by the 
Directors and declared by the share-holders in their General 
Meeting. Dividend is generally declared as a percentage on the 
^capital of the company. Each share-holder gets his so-much 
percent dividend on his share holding. 


Share Dividend Book 

As soon as the Dividend is declared, a book called Share 
Dividend Book is written up to ascertain the exact amount of 
dividend payable to each share-holder. The necessary details 
are obtained from the Register of Members. Dividends are paid 
to the share-holders by Dividend Warrant which the share-holders 
collect from the company's banker. When the dividend is de¬ 
clared tlie following entries are.niade in the book .—Profit and 
Doss Appropriation Account is debited and tl^ Dividend Account 
is credited with the amount of dividend. As the dividends 
are paid, the Dividend Account is debited and the Cash Book 
is credited. If all the dividend warrants are encashed by the 
share-holders, there will be no balance left in the Dividend Account. 
Any balance (credit balance) left in the Dividend Account at any 
moment represents the amount of dividend unclaimed. The 
Unclaimed or Unpaid Dividend will appear in the Balaiu-e Sheet 
on the liabilities side, 'j'he comijany, as soon as the dividend 
is declared, will intimate its banker w’ho will then transfer from 
the company's currenj account a sum equal to the dividend 
to a separate accoun^. When dividends are paid a separate 
Pass Book will be written up and sent to the company from 
time to time from which the company will write up the Dividend 
Account and credit the bank account. 

1 The company will deduct from the Dividend Income-tax at 
the appropriate rate ruling at the time of payment. The tax 
deducted will not be deposited by the company to the Inland 
Revenue as the company will be assessed on its entire profit. By 
deducting the income tax from the dividend, the company re¬ 
coupes the income-tax the company pays. Dividend is some¬ 
times declared free of tax which means that the gross amount of 
dividend is handed over to the share-holders. 



Interim Dividends 

Companies Artide generally give the Directors power to 
declare Interim Dividend. For the declaration of the Interim 
Dividend, sanction of the share-holders is not necessary, the 
Directors declare the dividend at their own discretion. The 
Directors must be very careful when declaring Interim Dividend 
for if the working of the year eventually shows a profit which is‘ ■ 
less than the Interim Dividend, it will in effect mean that the 
Interim Dividend has been paid out of capital. In that case, 
the Directors will be personally liable to make good the whole 
amount paid by way of Interim Dividend. It will be necessary 
for the Directors to prepare Interim Account before Interim 
Dividend is declared, in order to ascertain the result of the half- 
year’s working. Provisions for all expenses, losses and deprecia¬ 
tion must be made and the Directors shculd be well advised to 
take a conservative view of the situation. 

Divisible profit 

Table ‘A’, ClaUtSe 97 lays down—no dividend shall be paid 
otherwise than out of profits of the year or any other undistri¬ 
buted profits. This clause has to be adopted by every company 
in its articles. By this clause, payments of dividends otherwise 
than ^^put of profit is prohibited, for that would mean payment 
of dividend out of capital. If dividends are paid otherwise than 
out of profit, it would be in fact a refund of capital in the guise 
of dividend. The words "profits of the year" imply that dividends 
may be paid out of such profits without writing off previous 
losses, if any. “Any other undistributed profits" implies that 
dividends may be paid out of undistributed profit of past year 
even though, the current year’s working njay show a loss and that 
dividends need not be paid out of the revenue profits only. It 
may be paid out of capital profits as well. While the Companies 
Act states in dear language that dividends are to be paid out 
of profits only, there is no guidance in the Act a^ to what profit is. 

Men of business no doubt have their own idea regarding^, 
profits. The profits of any stated period is the excess of income 
over expenditures of the same period. The profit is arrived at 
after setting off against the revenue, losses and expenses which 
have arisen in carrying on the business. If any part of the fixed 
assets have depredated in value by reason of their being used 
for the purpose of earning the revenue, or if, for any rea^n what- 
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soever part of tiie capital has been lost, then such depreciation 
or loss must be made, good out of the revenue before the profit 
of the period is ascertained. That k the view taken by business¬ 
men about profit and the profit and loss account of the business 
concerns are drawn up on that principle. 

But that does not give us any indication as to what is 
^“Divisible Profit". When third party’s interest is involved, 
the commercial view of profit as has been mentioned above may 
not always prevail. Legal view as to what is "Divisible Profit” 
of a limited company, may sometimes be very much different 
than what the business community understand, as profit. The 
interpretation of "Divisible Profit" has given rise to several 
appeals to the courts and several very important decisions have 
been given by the judges. Business-men have not found it always 
quite easy to agree with the legal view on "Divisible Profit" and 
the decisions given cannot be said to act as dependable guide. 
Some decisions may even seem to conflict with some other deci¬ 
sions given earlier. That is because each case must be taken 
in connection with the particular circumstances surrounding 
it. The decisions must be taken as applied Jo the specific cases 
^ concerned and it may not be wise to rely upon the authority 
of the judgment in actual practice. Before dealing with some 
of the important cases bearing upon the question of what is 
"Divisible Profit", the decision in a case dealing with the ascer¬ 
tainment of profit should be carefully noted. 

1. The Spanish Prospecting Co., Ltd., (1910). 

In this case, the meaning of the word “Profits” was discussed 
at some length. The facts of the case were, the company went 
into liquidation and after the assets were realised and the credi¬ 
tors were paid in full, ^he liquidator had some balance left in his 
hand. Two employees of the company, whose monthly salary 
was subject to the proviso that the salary would be payable only 
out of profits and any unpaid salary—in the absence of profits 
would accumulate hnd would become payable out of future 
mrofits—claimed their arrear salaries from the liquidator. In this 
* Connection, the meaning of the word "Profits" was discussed. 
In the ooDXse of hu judgment, Moulton, L. J., said :— 

“The word “Profits*’ has, in my opinion, a well-defined meaniag, and this meaning 
ooinoides with the fundamental oonoeption of “profim” in general pwlanoe, ^though 
in meroantile phraseology the word may at times bear meanings indieat^ by the 
special context, which deviate in some respects from the fhndammital signification. 
“Prc^ts” imifiim a comparison between the state of a business at two speoiflo dates, 
usnally separated by an interval of a yww. 'Hie fundamental meaning is the amount 



of gain made by the businesa daring the year. This can only be ascertained by a 
comparison of the assets of the business at the two dates. 

“For practical purposes those assets in oaloulating profits must be valued and not 
merely enumerated. An enumeration'might be of little value. Even if the assets 
were identical at the two periods, it would by no means follow that there had been 
neither gain nor loss because the market value—^tho value in exchange of these assets 
might have altered greatly in the meanwhile. A stock of fasliionable goods is worth 
much more than the same stock when the fashion has changed, and to a less degree, 
but no loss certainly, the same consideration must apply to buildings, plant, and other 
fixed assets used in the busineas, booatise one form of business risk against whidi busi' 
ness gains must protect the trader is the varying value of the fixed assets used in th«i 
business. A depreciation in value, whether from physical or commercial causes, which 
affects their realisable value is in truth a business loss. 

“We start, theraforo, with this fundamental definition of “profits”, viz., if the 
total assets of the business at the two dates be compared, the increase whi(^ they 
show at the later date as compared with the oarlior date (due allowance, of coarse, 
being mode for any oapital introduced into or taken out of the busiaess in the mean¬ 
while) represents in strictness the profits of the business daring the period in question. 

“But the periodical ascertainment of profits in a business is an operation of snoh 

f >raetical importance as to be essential to the safe conduct of the business itself. To 
bllow out the strict consequence of the legal conception in making out the accounts of 
the year would often be very difficult in practice. Hence the strict meaning 
of the word ‘profit” is rarely observed in drawii^ <up the accounts of firms or 
companies. These are domestic documents designed for the practical guidance of 
those interested, and, so long as the principle on which they are drawn up is clear, 
their value is diminished little, if at all, by certain diqHkrtures from this strict definition 
which lessen greatly the difficulty of making them out. Hence certain assumptions 
have Ijeuomo so customary in drawing up B ilanco Sheets and Profits A Loss Accounts 
that it may almost bo said to require special circumstances to induce parties to depart 
from them. For instance; it is usual to exclude gains and losses arising from causes 
not directly connected with the business of the company—such, for instance, os arise 
ill the market value of land occupied by the company. The value assigned to trade 
buildings, and plant is usually fixM according to an arbitrary rule, by which they are 
originally taken at their annual cost and are assumed to have depreciated by a certain 
percentage each year, though it cannot be protended that any such calculation neces¬ 
sarily gives tlioir tnie value either in use or in exchange. These, however, are merely 
variations of practice by individuals. They rest on no settled principle. They mainly 
arise from the sound business view that it is bt^tter to undor-rato than to over-rate 
the profits, siiioo it is impossible for you to furesoe all the risks to which a business may 
in future lie exposed. For instance, there are many sound business men who would 
feel bound to tako account of depreciation in the value of business premises (or in the 
value of plant specislly designed for the production*^of a particular article), although 
they would not take account of appreciation in the same arising from like causes 
. But though there is a wide field for variation of practice in these estima¬ 
tions of profits, this lilierty ceases at once when the right#of third persons intervene.... 
In the aWnce of special stipulations to tJio contrary ‘profits’ in cases where the rights 
of third parties come in mean actual profits, and they must be calculated as closely 
as possible, in accordance with the fundamental conception or definition to whioh I 
h.avo refen^.” 


It will be observed that this is the view ofrprofits taken by 
the business man, although'he arrives at it through the profit and^i/ 
loss account. 

2. Re Crabtree, Thomas V. Crabtree (1912, 106, L.T.49). 

In this case the question of depreciation of fixed asset b^ore 
profite of the year is arrived at came up for discussion. 
The facts of the case are — the Testator left his business 
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to the trustees who were to pay the profits to his wife, the life 
teoant. The trustees charged 7j% depreciation on plant and 
machinery before arriving at the profit. Objection was taken 
to by the life tenant whose contention was that the depreciation 
should be disallowed. In the course of the judgment, it was said— 

“Bat in the ordinary course of asoerUining the profits of a business where there 
Lis power machinery and trade machinory which is necessary in order to perform the work 
nf the business, it is, in my opinion, essential that, in addition to all sums actually 
expended in repairing the machinery, or in renewing parts, that there should he also 
written off a proper sum for depreciation, and that sum ought to l>e written off before 
you can arrive at the net profits of the business, or at the profits of the business, and it 
is not profit until a proper sum, varying with the cli^s of machinery, with the nature 
of the business, and the life of the machinery has been written off for deprooiation". 


3. Lee V. Neuchatel Asphalte Co,, Ltd., (1889, 41Cb. 1). 

In this case it was held—^that a company empowered to 
do so by its Articles ,of Association may distribute dividend 
without making good the depreciation of wasting assets. One 
Mr. I^ on behalf of himself and of the ordinary share-holders, 
brought a case with the object of obtaining injunction to prevent 
the directors of the company from distributing a dividend to 
the Preference Shareholders until depreciatioif of assets have been 

♦ provided for. The company was a mining company working 
on lease. The company’s articles provided that the directors 
should not be bound to reserve moneys for the renewal or replace¬ 
ment of any lease or interest in any property or coiicessioia No 
doubt this provision of the articles greatly influenced the judg¬ 
ment. 

Lindley, L. J., in the^course of his judgment said— 

“The respondent company was formed for the pur^iose of working certain 
asphalte mines of which it hai<i got a lease. It was quite obvious that with resptsut to 
such a properly, every ton of st^ got out of ^hat which was bought with capital repre* 
sented a portion of capital. was said that a division of the profit arising from tho 
sale of such was a return of capital. If that was so, it is not, at all events, such a return 
of capital as is prohilated by the Company Acts, There is noting in any of the Oora]Huiy 
Acts prohibiting an}^ipg of the kind...... It has been very judicially and properly 

left to the commercial world to settle how the aoooimts were to be kept. Acts 
do not say what expeitsea are to be charged to Capital Account and what to Revenue 
Aooonnt. Su(^ matters were left to the sharehoklers : they may or may not have a 
* A nking Fund or a Deterioration Funt^ the Articles of Association may or may not 
^ntain regnlations on these matters, if they do, the regulations must be observed; 
if they do not, tiie shar^olders can do os they like, so long os they do not misapply 

* their eapital. In tins cose one of the A^doe provides that the directors shall not be 
botutd to reserve moneys for die renew# or replacing of any lease or of the company’s 

interest in any property or concession. Now, the Companies Act, 1862, does 

not ts^piire the capital to be made np if lost, and it does not prohilnt payment of divi¬ 
dends so long as the assets are of less value than the capital odled up, nor does it make 
loss of eapitd a ground for winding-up. But if a company is formed to acquire or woik 
property a wealing nature, e.g., a mine, quarry, patent, the capital expended in 
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aoqairiDg the property may be regarded as sank and gone, and if the company retains 
assets sufficient to pay its debts, any excess of money obtained by working the property 
over the cost bf working it may be divided amongst the shareholders; and this 
is true, although some portion of the property itself is scud, and in one sense the capital 
is thereby diminished. If it is said that such a course involves payment of dividends 
out of capital, the answer is that the Acts nowhere prohibit such a payment as is here 
siipfiosed. Tho proposition that it is ultra vires to pay dividends out of capital is very 
apt to misloarl, and must not be understood in such a way as to prohibit honest tradings. 

It is not true, as an abstract pro^iosition, that no dividends can be properly declared out 
of moneys arising from the sale of property bought by capittU. But it is true that if 
the working oxiicnses exceed the current gains, profits cannot be divided, and that iff.. 
in such a ca.se capital is divided and paid away as dividend, the capital is misapplied, 
and tho directors implicatad in the misapplication may be compelled to make goM the 
amount misapplied. ” 

(4) Bolton V. Natal Land and Colonisation Co., Ltd., (1892, 
2Ch. 124). 

Held—That a company may declare a dividend out of current 
profits without necessarily making good loss of capital. 

In 1882 the company charged against revenue £70,000 as Bad 
Debts and at the same time credited Profit and Loss Account 
by about the same amount said to be the increase in the value 
of land held by the company. There was profit in 1886 and divi¬ 
dend was declared. The plaintiff brought in a case for restraining 
the payment of dividend arguing that the value of land in the 
books was now in excess of the real value and that the difference 
should be written off against profit before dividend could be 
paid. 

Tlje court held that the fact that the company had written up the 
value of the land in 1882 did not put it under any obligation to 
bring into account the increase or decrease in its value in every 
subsequent year. 

(5) Verner v. General and Commercial Investment Trust, Ltd. 
(1894, 2 Ch. 239). 

Held—^That, subject to ifc|. Articles, a Trust Company may 
distribute a dividend out of the excess of current income over 
current expenditure, without making good loss of capital. 

The capital of the company and the money raised by deben¬ 
tures together £900,000 was invested in various^ securities which 
depreciated and the value of which stood at £664,776. Thus^ 
the depreciation was about £240,000 of which it was estimator 
£76,000 represented assets which there was no chance of . 
recovering. The company made profit of more than £23,000. 
The question the court had to decide was whether this excess of 
current income over current expenditure could be distributed as 
dividend without taking into account the capital loss of £76,000. 
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Liiulley» L. J., in th« course of his judgment, ssid:— 

“The broad question raised thie appeal is whether a limited company which 
has lost part of its capital, can lawrally deol^ or pay a dividend without first making 
good the capital which has been lost. I have no doubt it can—^that is to say, there is 
no law which prevents it in all cases and under all circumstances. Such a proceeding 
may sometimes be very imprudent, but a proceeding may be perfectly legal and may 
yet be opposed to sound commercial principles. We, however, have only to consider 

the [quality or illegality of what is complained of. There is no law which pre- 

pnte a company from sinking its capital in the purchase or ^HtKluction of a money- 
i^wking property or imdertakhog, and in dividing the money annually yielded by it 
without preserving the capital sunk so as to be able to reproduce it intact, either before 
or after the winding-up of the company. A company may bo funned ujion the prin¬ 
ciple that no dividends shall be declared unless the capital is kept undtminiahed, or a 
company may contract with its creditors to keep its oapitol or assets up to a given 
value. But in the absence of some special Article or contract there is no law to this 
effect, and, in my opinion, for very good reasons. It would, in my judgment, be most 
inexpedient to laydown a hard-and-fast rule which would prevent a flourishing company 
either not in debt or well able to pay its debts from paying dividends, so Tong as its 
capital sunk in creating the business was not represent^ by assets which would, if sold, 
reproduce in money the capital sunk. Even a sinking fund to replace lost capital by 

degrees is not required by law. But, although there is nothing in the statutes 

requiring even a limited company to keep up its capital, and there is no prohibition 
against payment of dividends out of any other of the company’s assets, regardless of 
the debts and liabilities of the company. A dividend presupposes a profit in some 
shape, and to divide as dividend the receipts, say, for a year, without deducting the 
exf^nsea incurred in that year in producing the receipts, would be as unjustifiable 
in point of law as it would be reckless and ^blameworthy in the eyes of business men. 
The same observation applies to the payment of dividends out of borrowed money. 
Further, if the income of any year arises from a consumption in that year of what may oe 
railed ciroulating capital, the division of such income as dividend without replacing the 
' capital consumed in producing it, will be a payment of a dividend out of capital within 

the moaning of the prohibition which I have endeavoured to explain. Perhaps 

the shortest way of expressing the distinction which I am endeavouring to explain is 
to say that fixed capital may Ira sardc and lost, and yet that the excess of current Foceipts 
over current payments may be divided, but that floating or circulating capi^l must 
be kept up, as otherwise it will enter into and form part of such excess, in which (tase, 
to divido such excess without deducting the capit^ which 'forms part of it, will bo 
contraiy to law.” 

6) Wilmer v. McNamara & Co., I^td. 1896, 2Cli. 246). 

Held—^That a company can declare a dividend out of current 
profits, without making good depreciation of fixed assets. 

For the year ended 30 June 1894 the company Inade a profit 
of about £6,000 before making any provision for depreciation of 
fixed assets such as goodwill, lease or plant. In earlier years 
considerable depreciation was provided, but no provision was made 

4 uring the year in question. The point to decide was whether 
ividend could be paid until the loss of capital had been made 
> good. 

■>,- 

Stirling, J., in the course of his judgment, refusing the injunc¬ 
tion asked for, said :— 

“Clause 117 of the company’s Articles of Association provides that no dividend 
shall he payaUe except oat of thB profits arising out of the business of the company. 
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What arc theao profits ? Apart from tho use of the word ‘profits’ in clause 117, there is 
nothing in the Articles to show that the capital of the company (or, rather, assets of 
tho value of those acquired by tho company at its formation) must be kept up. 
Further, tho Articles appuar to contemplato 'profits' as tho excess of receipts over ail 
expenditure i>ro{>crly attributable to the year. It is necessary, however, to consider 
whether the depreciation in goodwill and leaseholds is to bo treated as loss of ’fixed’ 
capital or of ‘floating’ or ‘circulating’ capital, and on this point 1 am of opinion that 
it is to bo treated as loss of ‘fixed* capital. It very closely resembles the loss which 
a railw'sy company may be said to suffer if it be found that their line, which was made, 
say, ten years ago at a certain cost, could now bo made at a much smaller cost. Havia^f. 
regard to the remarks of l,indiey, L. J., in Lee v. Neuchatel Asphalte Cbmpany (supra) 
1 think that the Balance Sheet cannot ^ impeached simply because it does not charge 
anything against revenue in respect of goodwill. 1 feel much more doubt whether 
£200 is a suifioient sum to allow in respect of depreciation of leaseholds, but 1 do not 
think uudor the circumstances that a case has be^ made out for an injunction.” 


(7) Dovey v. Cory (National Bank of Wales case, 1901, 
A.C. 477). 

Held—That a Director, if he acts bonafide is entitled to rely 
on theoflicers of the company to prepare true and honest accounts. 

This was a case to decide whether a director was entitled to 
rely on the oflicers of the company for preparing correct accotmts. 
Dividend was paid without miiiking provision for Bad Debts. 
Whether the dividends paid were or were not properly divisible 
was not however tlie point at issue The remarks of the Lord 
Chancellor and Davey, L. J. in this connection are however very 
interesting as their lordsliips did not wish to be understood as 
agreeyig with the decision in lyce v. Neuchatel case. 


Tho Ijord (Jhnnwllor said: — 

‘‘If 1 assume, as 1 do, that Mr. Cory acted upon ropruseatatioiui made to him 
which ho l>o1ievod, and which as coming from the officers of the bank to whom ho was, 
in my judgment, justified in giving credit, tho cKscussion of whether the dividend 
actually piid wore or wen'i n<*b properly divisible, has no bearing on Mr. Cory’s lia¬ 
bility, and I am very reluctant to give any opiniou upon it, inasmuch os the question 
may arise when it may be necessary to decide it. I depjoicateany premature judgment. 
My Lonis, J am, as I have said, very reluctant to enter into a question which for the 
reasons I have given does not arise here, and into which the Courts of Appeal has 
entored at some length. The only reason why I refer to it at all, is lost by silence 
I should bo supposed to adopt a course of reasoning as to which I am not satisfied 
that it is correct. I doubt very much w'hother such questions can ever be treated 
in the abstract at all. The mode and manner in which a business is carried on, 
and w'hat is usual or tiio reverse, may have a considerable influence in determining 
tho question what may bo t^ted os profits and what is oa^^tal. Even the distino-, 
tion Iwtwoen fixed and floating capital, which in an abstract treatise like Adoi^^ 
Smith’s ‘Wealth of Nations’ is appropriate enough, may with reference to a 
concrete case be quite inappropriate. It is easy to lay down as an abstract 
proposition that you must not pay dividends out of capital, but the application 
of that very plain proposition may raise qni^ons of the utmost difficulty in their 

solutioa. On the one hand, people put their money into a trading concern to 

give them an income, and the sudden stoppage of all dividends would send down the 
value of their shares to zero, and possibly involve its ruin. On the other hand, oom- 
pmioR cannot at their will and wi^out tho precautions enforced by the statute reduce 
their capital; but what are profits and what is capital may be a difficult and sometimes 
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an almost impossibls problem to solve. When the time cornea that these qaestions 
come beCure us iu a concrete case we must deal with them, but until they do, I, Ibr one, 
decline to express an opinioa not called for by the puticular facta before us, and I am the 
more averse to doing so because I foresee that many matters will have to be considered 
by men of business which are not altogether familiar to a Court of Law.’ ’ 

Pavey, L. J. said:— 

“1 desire to express my dissent from some propositions of law which wore laid 
^iwn in the Court of Appeal, and upon which yoiir Lordships thought it right 
ta hear the reepondent’s counsel. The learned Judges seem to have thought 
that a j[oint stock company, incorporated under the Companies Acts, may 
write off to capital, losses inourr^ in previous ywrs, and may in any Bubsequent year, 
if the receipts for that year exceed the outgoing, pay dividends out of such excess 
without nudeing up the (&pital Account. If this propvsition be wnU founded it axipeara 
to me that a company whoso capital is not represented by available assets need never 
trouble itself to rmnoe its capital, with the leave of the Court and subject to the other 
(x>ndition8 imposiHl by the Act of 1877, in order to enable itself to pay dividends ont of 
earront receipts. My Lords, it may be that I have nusapprohendod the statement 
of law intended to be made by the learned Judges in the Court of Appeal. 1 think 
that is possible, because 1 find that in Vemer v. General and Conimenual Investment 
Trust (1894, 2 Ch. 124),‘perhaps’ Lord Lindley says, ‘the shortest way of expressing the 
distinction which I am endeavoiA'ing to explain is to say that fixed capital may l>e 
sunk or lost, and 3 r«t that the excess of current receipts over current payments may 
be divided, but that floating or circulating oivpital must Iki kept up, as otherwise it 
will enter into and form part of such excess, in which case to divide such excess without 
deductii^ the capital which forma imrt of it will be contrary to law*. 1 reserve my 
opinion as the effects of an actual and olcortainod loss of part of the company’s 

fixed capital. But, subject to this observation, I think that the statement of 

law in the passage I have quoted is not open to objoctiim, and it is only because the 
Htlcamed Jud^ appears to me to have departed from it in his judgment in the present 
case that I have troubled your Lordships with those remarks.” 


(8) Bond V. Barrow Hoematite Steel Co., Ltd. (1902,1 Ch. ,^58). 

Held—That where the Articles give power to put to reser\'^e 
before the pa 3 niient of a dividend, Preference Shareholders cannot 
compel directors to declare a dividend without making such 
reserves as they consider accessary. 


Farwell, J., said ;— ^ 

“It has been proved to my .satisfaction. .«.that the company has sustained an 
actual ascertained and realised loss of capital to an amount exoeodin| £200,000, and 
has also lost capital by estimate and valuation to an amount exceeding £60,000. The 
various sums claimed by the plaintiffs as available to pay their dividends amount to 
about £240,000. If, therefore, these ascertained and estimated losses have to be made 
good before any dividends can properly be paid, there are obviously no funds ont of 
which to pay dividends. The defendants allege and the plaintiffs deny that the ciunpany 
ar^bound to make good these losses before paying any dividend. The question is 
oljg^f very considerable difficulty oh the authorities, but the result of those authorities 
is, in my opinion, that there is no hard-and-fast rule by which the Court can determine 
what is capital and what is profit. The real qumtion for determination, there¬ 

fore, is whether there are profits available^fpr distriration, and this is to be answered 
according to the circumstances of each pt^oular case, the nature of the company, 
and the evidence of competent witnesses. Now in the present cose the £200,000 realised 
loss arises by the snrrenmr of the leasee of certain mines, by the pulling down of certain 
fumaoes, and on the sale of certain cottages. The company is a smelting company on 
a very laim scale, and for the convenianoe of its works and by way of economy 
acquired ^ leases of t^ surrendered mhtes in order to supply themselves with their 
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own ore ioBtoad of buying it as required. The ore was used ezdusiTely for the purposes 
of the company’s works. The mines were drowned out and tike cost of pumping them 
out was prohibitive. The company, therefore, sunendeied the leases, pulled down 
the blast fumarjea, and sold the cottages connected therewith. Now the evidenoe 
before me is all on one aide. The plaintiffs called none, and Sir David Ddo and the 
defendants* other witnesses all agree that in a company of this nature these items 
ought to come into the account before any profit can be said to be earned, and my 
own opinion coincides with theirs, inasmuch as I think that the money invested in those 
items is profwrly regarded in this company as circulating capital. Suppose the company 
had bought enormous stocks of ore sufficient to last for ton years, it could hardly ^ 
said that the true value of so much of this as remained from time to time ought not vl 
be brought into the Balance Sheet, and I can see no difference for the purpose of the 
account between ore in situ and oro. so bought in advance. The blast furnaces mrd 
cottages are mere accessories to the oro, and resemble a building for burning the stores 
bought in advance already mentioned. There is more difficulty about the remain¬ 
ing £ 50,000. 1 think that the onus is on the plaintiff to show that it is fixed 
capital, and that in a comjHmy of this nature such fixed capital may be sunk or lost. 
They have not done this, and the evidence, so far as it goes, is the other way. Bat 
this is not an actual loss, but depreciation by estimate. The plaintiffs really relied 
on Loc V. Nouchatol Asph:dto Company as an authority for this proposition as a uni¬ 
versal negative—viz., ‘that no company owning wasting property need ever create 
a dnprociation fund*. In my opinion that is not the ti;ue result of the decision. It most 
bo ronicmlH>red that in that cuise there had been no loss of assets. The company’s 
asHtds were larger than at its formation, and tho Court decided nothing more tlmn 
the particular projHisitiun that sumo companies with wasting assets need have no depre¬ 
ciation fund. Fur instances I cannot think that it would be right for the defen&nt 
to purchase out of capital the Itvst two of three years of a valuable patent and distri¬ 
bute tho whole of the recoipta in respect thereof as profits, without replacing the 
capital oxpende<l in purchase. It is for tho Court to determine in each cose on evidence 
whether the fiartioular company ought, or ought not, to have suoh a fund. There 
is nn doubt a.H to tho opinion of tho witnesses in this case, and further, the opinion 
of the directors cannot bo altogether disregarded. The Courts have, no doubt in many 
oases, ovorrultMi directors who }>roi)osed to pay dividends, but I am not aware of any 
case in which tho Court has compelled them to pay when they have expressed their 
opinio 1 that the stato of the accounts does not admit of any such payment. In a matter 
depending on evidence and export opinion it would be a very strong measure for 
tho Cfuirt to override tho directors in such a manner.” 

(9) Ammonia Soda Co. v. Chamberlain (1918, I^.J. 87, Ch. 
193). 

Held—That it is not necessarily illegal for directors of a 
company to pay dividends put of the^'profits of the company 
during a current year without making good existing deficiencies 
in paid-up capital, or without writing off a debit to the company’s 
Profit and Loss Account, occasioned by losses in previous years. 

In 1908 a boaring made in the company’s works for water 
failed in its purpose, but®a new bed of rock ^alt was discovered 
which was considered to increase the value of the land. 
directors obtained the opinion that the value of the land should 
be increased by ^^79,166. In the Balance Sheet of 31 July 1911 * 
the value of the land was raised to £83,788 by an addition of 
£30,542. This sum was credited to Reserve Account. The 
Profit and Loss Account of that year showed a debit balance of 
£19,028 and the Reserve Account was used to cancel £12,990 of 
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the debit balance. For the thirteen months ended 31 Januar] 
1912 and the year ended 31 January 1913 the net profits wen 
£13,030 and £15,669. From September 1912 to April 1916 divi 
dends totalling £13,110 were paid to the Preference shareholders 
It was claimed that in so far as the dividends was paid befon 
(providing for the £12,990—^the amount of the debit balance o 
»the Profit and Loss Account cancelled from Reserve as statec 
above—^it was paid out of capital. 

In the course of his judgment, Swinfen Eady, L. J., said :— 

‘‘The plaintiffs contend that, although net profits earned during the jperiod the 
were not available for dividend and cannot really be considered ‘profits , os in thi 
earlier period of the company’s history, a loss had been incurred, and they ('onton 
that until such loss has bmn first made good there cannot be any {>rofits in the res 
true sense of the word. Jn my judgment, this argument is unsound and has beei 
exposed again and again. The Companies Acts do not impose any obligation npui 
a limited company, nor doew the law require it, that it shall not distribute as dividen 
the clear net profit of its trading unless its paid-up capital is intact, or until it has mod 

good all losses incurred in previous years. Counsel for the appellants invitoi 

the Court to lay down that wherever there was a debit to the Profit ana Loss Aoeoimf 
irreajx)ctive of the way in which it arose, of the stage in the comjtany’s ofKsratioiis, am 
of the nature and business of the company, it was illegal to divide profits subsequent 
ly earned without first writing off out of thAso profits the amount of the debit. To d< 
so would be to fall into the error which Lord Macnaghten pointed out should bo avoided 
and would only servo to harass and embarrass business men,* and imjiowi upon comps 
uies a burden which Parliament has abstained from casting upon thorn. I’ho director 
in this case were of opinion that no capital had boon really lost, and they were of opi 
nion that the value of the land and works as a going concern had binm inernasiai, as t 
result of their boring and exploratory work, to a considerably greater amount that 

£19,028. The result of increasing the value at which the land stood was to giv< 

a ci^t which would have enabled the debit of £10,028 to be written off. Ilirt of i 
was, however, actually written off out of subsequent not profits. Now, the debit con 
sisted in part of a nominal doprociation in the fixed assets of the company, buildings 
plant and machinery, and as regards the balance, it consisted of sums paid out of the sub 
scribed capital of the company for mortgage and debenture interest, and directors’ fees 
there not being safficiont trading ;^rofit8 to provide the amounts. The transaction wa 
oarriod out with the full approval of the shareholders in general mooting, and in aJ 
honesty and good faith. The dividends complained of, paid out of not earnings in thi 
subsequent years, were not pajfl out of capital, but out of profits, and the defendant) 

are, in my opinion, under no liability whatever to repay the same, or any part.’ 

* • 

f 

Warrington, L. J., said :— 

“There is, ho\(ever, one accepted restriction on the powers of companies incor 
poratod under the (kimpanies Acts, namely, that they must not, under the guise o 
dividends or in any otlfer way, return to their shareholders money subscribee 
for their shares, unless it be with the sanction of the Court under the appropriat) 
. Vatutory provisions. It has ,been asserted ill this cose, not for the first time 
^at thM» is a further rostrictiim—suggested to be a corollary of the rule I have jus 
mentioned—which would make it illegal for a company to pay dividends out of th) 
• profits of a current year, unless it first makes good deficiencies in paid-up capital occa 
sioned by losses in previous years; or to put the contention in a broader form, no divi 
dends can properly to paid out of profits so long as there are losses previously incurrec 
and not made good. Li my opinion this idleged restoiction has no foundation in lau 

.I am, of course, far from saying that in all such cases dividends can properl} 

be paM without malring good the previous loss; the nature of the business and tm 
amount o{ the loes may be such that no honeet and reasonable man of business woulc 
think of paying diviitonds witiiont ptoviditig for it. In such a ease, I apprehend tlM 
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Court would take the view that a payment which no honest and reasonable man of 
businoBs would think it right to make could not properly be made by directors.*' 

(10) Stapley v. Read Bros. I^td. (1924—40, T.L.R. 442). 

Held—That the company is not precluded from paying 
dividends out of current profits where a debit balance of Profit 
and Loss Account has been written off by the restoration of 
goodwill as an asset at an agreed fair value, goodwill having 
previously been completely written off out of profits. 

The company built up a Reserve Account out of profit against 
which in 1918 the goodwill standing at £61,000 was written off. 
There w'ere losses in 1921 andl922 and the Profit and Loss Account 
showed a debit balance of £26,500. There was a profit of 
£13,430 ill 1923. The directors proposed to redebit the goodwill 
Account with £40,000 and credit the sum to the Reserve Account 
which was to be used for writing off tlie (lebit balance of £26,600 
of the Profit and I^oss Account. The balance together with the 
profit of £13,430 was to be used for paying the dividend on the 
l*reference Shares for 1923 and the arrears of 1921 and 1922. 

A shareholder applied to the court for injunction to restrain 
the directors. 


In iho coiirHO of hin judgmont, Russell, J., said :— 

“. I.If tlicy had retained goodwill as an asset in their balance sheet, and if, 

instead of writing olf its value out of profits, they had carried those profits to a goodwill 
dc])re(-iat,ion rcHcrve fund, they would have been at liberty at any time to distribnte 
those pr(»fitH, at all events to the extent by which the amount of such a reserve 
fund exeoedtHl the amount of the actual depreciation. 

“Does it make any difference that ttiey have kept their accounts in another form, 
and that, itistea<l of placing the profits to a reservo account they have purported to 
apply them in writing off a corre.spondiitg amount, of the value of the goodwill ? The 
answer seems to mo to dopoml upon the further question : Have the company 
finally and irrevocably capitalised those profits so as to disentitle themselves for ever 
afterwarrls from restoring them to reser'e and from dealing with them os profits ? 
No doubt the accounts showing the particular methods adopted were approved every 
year by the shan^holders in gmioral meeting; but I am not satisfied that the slu»e- 
lioldors thereby intended, or bound thomsolves, for all time and in all oircumstances 
to give up their elaims to these profits and to treat them as capital only. 

In m}' opinion, unless there is anything in the CompAmea (Consolidation) Act, 
11)08, or in the constitution of the company to prohibit it, the shareholders may, if they 
think fit, write back to profit account so much of the depredation written off goodwill 
as has proved to have been in excess of proper reqaiiements.” , 


Capital Profits 

WTiether Capital Profits are available for dividend and if so 
under what circumstances—is a question of great importance. 
Bearing upon that question two cases have been decided. It would 
appear that capital profits are not available for dividend unless : 
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(1) The surplus is realised. 

(2) Such surplus remains after a proper valuation of the 
whole of the assets^ and 

(3) The Articles of.Association permit such distribution. 

I (11) I^ubbock V. The British Bank of South America (1892^ 
f 2 Ch. 198). 

An Bngli^ Bank operating in Brazil sold its property and 
goodwill in Brazil to another bank for a sum of £875,000, agreeing 
not to do business in Brazil. Later on, on payment of £76,000 by 
the bank the restraint was released. The bank proposed to 
distribute £206,000 which was made up as—£876,000 less £76,000, 
less the Capital £600,000 and sundry other items. 

Chitty. J. held that the £206,000 was clearly profit on capital 
and not part of capital itself. And under the Articles of the 
company the directors were justified in carrying this to the Profit 
and Loss Account. They could distribute it after the ordinary 
meeting of shareholders had passed the r^olution. 

4 

(12) Foster v. The New Trinidad Lake Asphalte Company, 
Ltd. (1901, 1 Ch. 208). 

Held—^That a realised appreciation in the value of a book 
debt taken over by a company at its formation is not profit 
available for dividend, unless such surplus remains after a reva¬ 
luation of the whole of the assets. 

At its formation the company had taken over, along with 
other assets, a book debif of 3100,000. which at that time was 
considered as of no value. Later on the entire amount together 
with interest was realised. It was proposed by the directors 
to treat that as profit available for dis^ibution. 


Byme, J., in the coarse of his judgment restraining the distribution, said:— 

"It ap^ts to me tha| the amount in question is prima fooie capital, and that I 
have no evidence which would justify me in saying that it has changed its character 

S kuse it has turned out to be of greater value than had been expected. 

ust not, however, be understood as determining that this sum or a portiem of it 
’ not properly be brought into Profit and Loss .Account or be taken into account in 
ascertaining the amount available for dividend. That appears to me to depend upon 
t^ result of the whole account for the year. It is dear, I think, that an appreciation 
in total vidue of capital assets, if duly realised by sale or getting in of some portion 
of such assets, may in a proper case be treated as available for purposes of dividend. 
This, I think, is involved in the decision to the ease of Lubbock v. British Bank of South 
America (1892, 2 Ch. 108), dted with approval by Lord Lindl^ in Verner v. Qeneisl 
and Commercial Investment Trust (1894, 2 Ch. 239, at page S^}, where he aayn :— 
‘Mmeovnr, when it is said and said truly, that dividends axe iu>t to be paid out of 
capital the word ’capital' means the monev subsfoibed ponaaitt to the llen^icanduin 

43 
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of Asaooiation, or what is represented by the money. Aceretions to that capital may 
bo realised and turned into money, which may be divided amongst the shareholders, 
as was decided in ‘Lubbock v. British Bank of South America.’ If I rightly appreciate 
the true effect of the decisions, the question of what is profit available for dividtmd 
depends upon the result of the whole accounts fairly taken for the year, capital, as well 
as profit and Ions, and although dividends may be paid out of earned profits, in proper 
cases, although there has been a depreciation of capital, I do not thirik that a realised 
accretion to the mtimated value of one item of the capital assets can bo deemed to be 
profit divisible amongst the shareholders without reference to the result of the w'holo 
accounts fairly taken.” 


Accounts 

Every limited company must maintain proper books of 
accounts. Section 130 of the Companies Act gives particulars 
of the transactions that should be recorded in the books of 
account of every company. 

Section 180. (1) Every company shall cause to be kept proper 
books of account with respect to— 

(a) all sums of money received and expended by the 
company and the matters in respect of which the 
receipt and expenditure takes place; 

(b) all sales and purchases of goods by the company ; 

(c) the assets and liabilities of the company. 

(2) The books of account shall be kept at the registered 
office of the company or at such other place as the directors 
tliink fit, and shall be open to inspection by the directors during 
business hours. 

(3) In the case of a company manag«*d by a managing agent 
the managing agent, or wherc^ the managing agent is a firm or 
company, the partner or director of such firm or company and in 
any other case the director or directors who have knowingly by 
their act or. omission been the cause of any default by the company 
in complying with the requirements of this section, shall in 
respect of such offence be liable to a fine not exceeding on^ 
thousand rupees. 

Books of accounts must be maintained in such a way as to 
record every transaction whether cash or credit so that periodical 
profit and loss account to reveal correct figure of profit and loss 
may be made and the balance-sheet representing the true finan¬ 
cial position of the company may be drawn up. 
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Balance Sheet and Profit and Loss Account 

The directors of every company must lay before the share¬ 
holders in general meeting a balance-sheet and a profit and loss 
account (or income and expenditure account in case of a non- 
trading company) first within 18 months of incorporation and 
^?ibsequently once at least in every calendar year. In this 
connection, provisions of section 131 are as follows :—■ 

(1) The directors of every company shall at some date not 
later than eighteen months after the incorporation of the company 
and subsequently once at least in every calendar year lay 
before the company in general meeting a balance-sheet aud profit 
and loss account or in the case of a company not trading for 
profit an income and expenditure account for the period, in the 
case of the first account ^since the incorporation of the company 
and in any other case since the preceding account, made up to 
a date not earlier than the date of the meeting by more than nine 
months or in the case of a company carrying on business or having 
interests outside British India by more than twelve months : 

Provided that the registrar may for any spetial reason extend 
■•(rhe period by a period not exceeding three months. 

(2) The balance-sheet and the profit and loss account or in¬ 
come and expenditure account shall be audited by the auditor 
of the company as hereinafter provided, and the auditor’s report 
shall be attached thereto, or there shall be inserted at the foot 
thereof a reference to the report and the report shall be read 
before the company in general meeting and shall be open to 
inspection by any member‘*of the company. 

(3) Every company other than a private company shall 
send a copy of such balaTice-sheet and profit and loss account or 
income and expenditure Account so audited together with a copy 
of the auditor's report to the registered address of every member 
of the company at least fourteen days before the meeting at 
which it is to ^ laid* before the members of the company, and 
shall deposit a copy at the registered office of the company for the 
i^gj^ection of the members’of the company during a period of at 
least fourteen days before that meeting. 

m 

Directors* report: 

Section 131 A. (1) The directors shall make out and attach 
to every balance-sheet a report with respect to the state of 
the company’s affairs, the amount, if any which they recommend 
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should be paid by way of dividend and the amount, if any 
which they propose to carry to the Reserve Fund, General 
Reserve or Reserve Account shown specifically on the balance- 
sheet or to a Reserve Fund, Gener^ Reserve or Reserve Account 
to be shown specifically in a subsequent balance-sheet. 

(2) The report referred to in sub-section (1) may be signed 
by the chairman of the directors on behalf of the directors 
authorised in that behalf by the directors. 

(3) The provisions of sub-section (3) of section 130 shall 
apply to any person being a director who is knowingly and wil¬ 
fully guilty of a default in complying with this section. 

Contents of Profit &s Loss Account 

Sub-section 2 of section 17 requires that clause 107 of table 
"A” must be included in the articles of every company. The 
clause provides that— 

The profit and loss account shall (in addition to the matters 
referred to in sub-section (3) of Section 132 of the Indian Companies 
Act, 1913), show,' arranged under the most convenient heads, 
the amount of gross income, distinguishing the several sources 
from which it has been derived, and the amount of gross expendi¬ 
ture distinguishing the expenses of the establishment, salaries 
and'other like matters. Every item of expenditure fairly charge¬ 
able against the year’s income shall be brought into account 
so that a just balance of profit and loss may be laid before the 
meeting, and, in cases where any item of expenditure which 
may in fairness be distributed over seVferal years has been incurred 
in any one year, the whole amount of such item shall be stated, 
with the addition of the reasons why only* portion of such expendi¬ 
ture is charged against the income of the year. 

The Form of Balance Sheet prescribed by the Indian Com¬ 
panies Act should be carefully studied. The object, it should be 
noted, is to give fairly detailed information to the share holders 
and others who may be interested in the affairs of the Company. 

The assets and liabilities are arranged in order of permanent 
The fixed assets appearing above the floating assets and the fixed 
liabilities above the floating. 

It is always possible to classify the assets such as : 

(a) Fixed assets—^Land, Buildings, Plant, etc. 

(b) Assets valuable to the going concern —Goodwill, Patent, 
Trade Mark, Patterns, etc, 





(c) Unrealisable assets—^Preliminary expenses. Advertising 
or other development expenditure. Debenture Discount 
etc. 

(d) Assets requiring some time for conversion into cash— 
Book Debts, Stock-in-trade, Bills Receivable, Loans on 

^ mortgage. 

{e) Assets realisable at short notice—Investments readily 
realisable at Stock Exchange, Deposits at call or short 
notice. 

(/) Cash in hand, at Bank, and articles convertible at will 
into cash. 

Orouping of dissimilar assets together renders the Balance Sheet 
obscure, while careful gfouping of assets and liabilities according 
to their character makes the Balance Sheet easily understandable. 

Partieulars of Assets required to be given : 

The fixed capital expenditure is to be distingushed as far as 
•W possible between expenditure on Goodwill, lands, buildings, 
railway siding etc., interest paid out of capital during construction 
etc. Fixed assets will have to be shown at the original cost, 
additions thereto and deductions therefrom will have to be 
clearly indicated and the total depreciation written off will have 
to be shown by deduction. 

Book Debts: ** 

These shall have to be distinguished between good, doubtful 
and bad, also debts fully secured and unsecured will have to be 
separately stated. DeFts due from Directors or other officers 
of the company must be specifically disclosed. 

Advance: * 

^ t Any loans made to a Director or M&nager at any time during 
TOe year will have to be disclosed. Even if such loans have been 
. repaid before the end of the year the fact should be stated by way 
of a note. 

Particulars of Liabilities to be given ^ould be carefully noted 
specially details in respect of Secured and Unsecured Loans. 
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INDIAN COMPANIES ACT, 

(See Section 

Balance Sheet as at 


CAPITAL AND LIABILITIES 
CAPITAL— 

Authorised Capital.shares ofRs.each 

(Distinguishing between the various classes of Capital.) 


Issued Capital.shares of Rs.each 

(i) Siiares issued as fully paid up pur.suant to any 

contract without payments being received in 
cash.shares of Ks.each. 

(ii) Shares issued for payments in cash.shares 

of Rs.each. .. , .. 

Subscribed Capital... .shares of Rs.each 


Amount called up at Rs.per share 

Loss—Calls unpaid .. 

(i) due from Managing Agents 

(ii) due from others, .. 


Add—Forfeited shanks (amount paid up). 

Note .— Where circumstances pi^rmit, issued and 
subscribed capital and amount called up may 
be shown ns one item, e.g. 

Issued and Subscribed Capital.shares of Rs. 

each, Rs.paid up. 


RESERVES 

DEBENTl^RES stating the nature of security 
AN^^ SINKING FUND .. * 

ANY OTHER FUND CREATED OUT OF NET , 
PROFITS, including any devi\'opment fund 

ANY PENSION OR INSURANCE FUND 

PROVISION FOR BAD AND DOUBTFUL DEBTS., 

LOANS— 




(a) Secured— 

(i) loans on mortgages or fixed assets 

(ii) loans on debentures 

(iii) loans from banks, stating the nature of security 

(iv) liabilities to sul»aidiary companies 

(v) other secured loans stating the nature of security 

(vi) interest aoorued on mortgages, debentures or 
other secured loans 
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SOfiEDULE III, FORM F 

132) 

Limited. 

.19 . 

PROPERTY AND ASSETS R0. | J p| Rs. | aj 

t FIXED CAPITAL EXPENDITURE- 

(Distinguiahiog as far as possible between expenditure 
upon goodwill, land, buildings, leaseholds, 
railway sidings, plant, machinery, funuture, 
development of property, patents, trade marks 
and designs, interest paid out of Capital during 
construction, etc. and stating in every case the 
original cost and the additions thereto and 
deductions therefrom during the year, and the 
total Depreciation written off under each head. 

Where sums have been written plf on a roduction 
of capital or a revaluatfion of assets, every balance 
sheet after the first balance sheet subsequent to 
the reduction shall show the reduced figures, with 
the date of and the amount of the reduction made) 

PRELIMINARY EXPENSES 

COMMISSION OR BROKERAGE 

^ (Commission or Brokerage paid for underwriting or 
placing or subscribing shares or debentures until 
written off.) 

DISCOUNT ALLOWED on the issue of shares or so 
much as has not been written off at the date of the 
balance sheet. 

STORES AND SPARE PARTS 

LOOSE TOOLS .. 

LIVE-STOCK AND VEHICLES 

STOCK-IN-TRADE ... » 

(Stating mode of valuation, e.g. cost or market value.) 

BILLS OF EXCH.'S.NGE 

BOOK DEBTS (other than bad and doubtful debts of a 
Bank for which provision has been made to the 

t satisfaction of the auditors) ,. » 

(Disting uishing between those considered good and in 
respect of which the company is folly secured and 
those considered good for which the company holds 
no security other than the debtors^ personal 
security, and distinguishing between debts consi¬ 
dered good and debts considered doubtful or bad. 

Debts due by directors or other officers of the 
company or any of them either severally or jointly 
_with any other persons to be separately stated.) 
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INDIAN COMPANIES ACT, 


CAPITAL AND LIABILITIES (Contd.) 

(b) Unseonrod— 

(i) loans from banks .. 

(ii) fixed deposits 

(iii) short-term loans .. 

(iv) advances by directors or managers and managing 
agents 

(v) interest accruing but not duo and interest 
accrued and due .. 

(vi) liabilities to subsidiary companies 

UNCLAIMED DIVIDENDS 


Bs. 



P 


Be. 


a 


P 


I 

I 


I 


LIABILITIES— 

For Goods supplied 
For Expenses 
For Acceptances 
For Other Finance 


ADVANCE PAYMENTS AND UNEXPIRED DIS¬ 
COUNTS (For the portion for which valuta has still to bo 
given, e.g., in the case of the following classes of 
companies—Newspaper, Fire Insurance, Theatre, Club, 
Banking, Steam-ship Companies, etc.) 


PROFIT AND LOSS 



t 


CONTINGENT LIABILITIES— 


Claims against the company not acknowledged as debts 
Monoy for which the company is contingently liable .. 
(Showing separately the amount of any gurantoo gl^on 
by the company on bohalf of directors or officers of the 
comany.) 

• 

Aurrean of Cumulative Preference Dividendi ... 


|i 


f 
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SCmDULE m, FORM F- (Gontd.) 

PROPERTY AND ASSETS (Coutd.) Rs. 

ADVANCES 

(Recoverable in cash or in kind or for value to be received 
o.g. Rates, Taxes, Insurance, etc., skowing separately)— 

' (i) loans given to subsidiary companies 
' (ii) loans including temporary advances made at 
any time during the year to directors or managers 
of the company 


INVESTMENTS .. ..| 

(Shoving nature of investments and mode of valua¬ 
tion, e.g., Otfflt or Market Value and distinguishing— 

(i) investments in Govemisont or trust securities 

(ii) investments in shares, debentures or bonds 
(showing separately shares fully paid up and partly 
paid up) 

(iii) investments in shares, debentures or bonds of 

subsidiary companies .. p .. 

(iv) immovable properties .. .. ..! 


INTEREST ACCRUED ON INVESTMENTS .. i 

i 

CASH AND OTHER BALANCES 
Amount in hand 

Balances with Agents and Bankers (in detail showing 
whether on deposit or ourrent account, etc.) 

PROFIT AND LOSS 


I 





EXERCISES 


1. The nominal Capital of the Richmond Co., Ltd., consists 
of 100,000 shares of £l each. The whole of these shares were 
issued and were fully called up in four equal instalments of 5s. 
each. 

On 12th February, after due notice, the directors passed a 
resolution forfeiting the 1,000 shares held by Mr. W. A. Richardson 
the final instalment due upon his holding not having been paid. 

On 1st May, the 1,000 shares referred to above were issued, 
as fully paid, to Captain Hayward, who paid £500 for them. 

Give tlie entries necessary to record these transactions in the 
Company's books. 

(London Chamber of Commerce.) 

2. A Limited Company has a nominal Capital of £250,000, 
in 25,000 shares of £10 each. Of these, 4,000 shares were issued 
to the vendors as fully paid, 8,000 shares were subscribed for by 
the public, and during the firs1?year £5 per share was called up. 
2,000 shares were issued, as fully paid, to persons other than the 
vendors, in payment for property purchased. On the 8,000 
shares subscribed for by the public there had been paid at the 
end of the first year— 

« On 6,000 shares, the full amount called. 

,, 1,250 shares, £4 per share. 

,, 600 shares, £3 per share. 

,, 250 shares, £2 per share. 

The directors forfeited the 750 shares on which less than 
£4 had been paid. 

You are required to subnjit Journal *and Cash Book entries 
recording the capital transactions of the Company, and to set 
out the capital as it should appear in the Company’s Balance 
Sheet at the end of the first year. 

(London Chamber of Commerce.) 

3. A Limited Company created Rs. 1,00,000 Debenture^ 
Stock, which was issued as follows :— 

(1) To sundry persons for cash at 90% Rs. 50,000 Nominal 

(2) To a creditor for Rs. 20,000 capital 

expenditure in satisfaction of his claim ,, 23,000 ,, 

(3) To the Bankers as collateral security ,, 25,000 „ 
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The issues (1) and (2) are redeemable at the end of 10 years 
at par. How should the debenture stock be dealt with in pre¬ 
paring the Balance Sheet of the Company ? 

(G. D. A.) 

4. On 1st January 1926, a I^imited Company issued 200 
^ '>'^0 Debentures of Rs. 1,000 each at 950. Holders of these 
Debentures have an option to convert their holdings into 8% 
Preference Shares of Rs. 100 each at a premium of Rs. 25 per 
share at any time within 3 years. 

On the 31st December 1926, a year’s interest had accrued 
on the Debentures and remained unpaid and a holder of 20 
Debentures notified his intention to exercise his option. 

Pass the necessary Journal Phitries and show how the items 
affected would appeal in the Company’s Balance Sheet. 

(B. Com). 

6. From the following balances abstracted on 31st December 
1937 from the Books of the Bombay Colton,Mills, Limited, pre¬ 
pare a Balance Sheet in the I'orm prescribed under the Indian 
Companies Act showing full particulars of the aiipropriation of 
Profit since the last Balance Sheet:— 

The Mill was started on 1st January 1932 with a Nominal 
Capital of Rs. 14,00,000 divided into 7,000 shares of Rs. 200 each. 

Out of the 7,000 shares 5,250 were issued to the public, but 
only 4,200 were actually taken up. Rs. 150 were called up per 
share. Out of Rs. 1,26,000 Book Debts, Rs. 21,000 were due 
by Directors, Rs. 14,000 were Doubtful, and Rs. 7,000 wrere Bad. 
Out of Rs. 6,09,000 Creditors, Rs. 49,000 were due to merchants 
for Stores, etc., Rs.*4,20,000 dwe to Bank of India, Limited, 
for a fixed Loan which is secured by Mortgage oh Buildings and 
Machinery, Rs. 1,05,000 due on Messrs. Dalai & Co.'s loan 
which is secured by a charge over the Stock-in-Trade, Rs. 14,000 
due for Excise duty, and the balance was due to sundry unsecured 
" tditors. * 

It was resolved on 3rd March 1937 that out of the credit 
balance of Profit as per the last Balance Sheet as on 31st December 
1936 a dividend at Rs. 20 per share be paid as the final dividend 
for the second half of 1936, Rs. 84,000 be carried to the Reseive 
Ftmd, Rs. 10,000 to Employees’ Bonus Fund, and Rs. 30,000 
be written off the Preliminary Expenses. It was further resolved 
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on 6th September 1937 that an Ad Interim Dividend at Rs. 36 
per share be paid for the first half of 1937. 



TRIAL 


Rs. 

Land 

70,000 

Capital 

6,30,000 

Buildingii 

3,r»o,ooo 

Callti in Arreara .. 

36,000 

Croditont 

6,09.000 

Resorvo Fund 

1,54,000 

ft^liminary Expensns 


(including Rs. 12,000 for 


Brokerage on Shares) 

42,000 

Stores and Spare Goar 

91,000 

WagoH Duo 

9,100 

Godown Rent Due 

3,600 

Cash at Mill 

2,100 

Stock-in-Trado (at cost) .. 

2,40,000 

Unexpirod Insurance 

3,500 

Cash in Office 

12.6{K> 


balance 


Rs. 

Employees Bonus Fond 


14,000 

Salaries Due 


5.600 

Bad Debts Rescrre 


6,300 

Cash at Bank of India 


68,800 

Live Stock 


6,000 

Machinery 


4,90,000 

Loose TckjIs 


1,19,000 

Book Debts 


1,26,000 

Unpaid Dividend .. 


3,600 

Cn»dit Balance of pKifit and 


Loss Account (after 

being 


credited Rs. 3,51,200 for this 
years’ Profit and debited for 
Appropriaticns as pt'r Resolu¬ 
tions clatcrl 3rd March and 5th 


Septemb<*r) 

. 

2,10,000 


6. Krom the following particulars make out a Balance 
Sheet as on 31st December 1937 and a Profit and Doss Account 
for 1937 of the Mercantile Newspaper Co., Ltd., in accordance 
with the requirements of the Indian Companies Act. The Com¬ 
pany was registered in 1934 with an authorized capital of 6,000 
shares of Rs. 100 each, and acquired the ownership of the Mercan¬ 
tile Gazette, paying the vendors two lakhs of rupees in fully paid 
up shares. 2,000 shares were allotted to the public in 1934 and 
paid for at par, 2,000 shares were issued in 1937 and paid for at 
a premium of Rs. 26 per ^are. 

Buildings were erected at a cost of Rs. 3,00,000. Plant and 
Machinery purchased for Rs. 3,50,000, and Furniture and Fittings 
for Rs. 10,000, Depreciation written off 'upto 31st December 
1936 amounted to Rs. 16,000 on Buildings, Rs. 36,000 on Machi¬ 
nery and Rs. 1,600 on Furniture. The Directors wrote off 
in 1937 6% on Machinery and Furniture and 2j% on Buildings, 
calculating same on original cost. 

Reserve for Doubtful Debts on 1st January 1937 was Rs. 6,000. 

A sum of Rs. 6,000 was brought forward in 1937 accounts from the ^ 
Profit and Loss Account of 1936, and an interim dividend at ten 
per cent per annum was paid in August 1937. 

The Bank Loan raised on the security of the Building stood at 
Rs. 1,60,000 on 31st December 1937. Interest for the year on 
the Loan amounted to Rs. 9,000 of which one-third remained 












645 


unpaid. Interest on the Bank current account amounted to 
Rs, 500. 

The Company had Rs. 20,000 worth of Paper on 31st December 
1936; they bought in 1937 Paper for Rs. 1,00,000 one-half of 
which remained on hand at the end of the year. 


% 

Subscription collected in 1937 


On account of 1936 

Do. 1937 

Do. 1938 


Subscriptione in arrears on 31st 

December, 1937 

On account of 1936 

Do. 1937 


Rs. 


16,000 

03,000 

10,000 


Ba. 


88,000 


6,000 

19,000 


26,000 


Collections in 1937 on account of 
Advertisements of 1936 
Do. 1937, 

Do. 1938 


ITncollccted on Slsl December 1937 
On account of Adv. 

Bills of 19.36 

Do. 1937 


12,000 

1 , 11,000 

16,000 


1,38,000 


9,000 

21,000 I, 


30,000 


Printing done for customers in 1937 and Bills rendered out 
of which Bills for Rs. 31,000 remained nncollected 
The expenditure of 1937 amounted in the Printing Depart¬ 
ment to Rs. 61,000 paid and Ds. 9,(H)0 unpaid 
Editorial Department to Rs. 20,000 paid and Rs. 8,000 unpaid 
Manager’s Department to Rs. 12,600 paid and Rs. 10,000 
unpaid. • 

Cash on hand Slst Decembei^937— i> 

In Bank on current account 
On hand 


I < 8.000 

I 2,000 

1- 

j 


93,600 


10,000 


Treat 6% of the book debts as doubtful. 

the Paper on hand at 80% of the cost price. 


7. A Company was registered on 1st February 1906 with a 
nominal capital of Rs. 10,00,000 divided into 10,000 shares 
of Rs. 100 each. The Directors purchased the busing of Messrs. 
Baneijee & Co. with their stocks, assets and liabilities for 
Rs. 3,00,000of which 1,00,000 to be paid on Ist April in cash; 

the balance to be paid in fully paid up shares of the Company to 
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the vendors. Six thousand shares were advertised for sub¬ 
scription—Rs. 10 on application, Rs, 16 on allotment, Rs. 26 
on 1st April and Rs. 10 on 1st October, and the balance not to 
be called this year. Five thousand seven hundred and eighty 
shares were applied for in the following way :—^Mr. A. Jones 
600 shares, Mr. W. Smith 350 shares and Sundry other persons 
4,830 shares. The Directors allotted on 15th March, 300 shares to 
Mr. Jones, 300 sliares to Mr. Smith and 4,660 shares to the others. 
The deposits of applicants to whom no shares were allotted 
were returned to them, while the whole of the deposits of Messrs. 
Jones and vSmith were retained. The calls were duly paid except 
the last two calls of the year on 50 shares which were forfeited 
under the rules. Make necessary entries to record the above 
transactions and show how they w'ould appear in the Balance 
Sheet. • 

(G, C. I. 1907 Advanced). 

8. The English hingineeriiig, Company, limited, has been 
formed for the purpose of purchasing and carrying on business 
of Messrs. Adams Sc Co., Engineers. By the agreement for 
sale, the Company purchases the whole of the assets at the 
following values : 



Rs. 

Plant and Machinery .. 

26,000 

Works in progress 

18,296 

Manufactured stock 

16,897 

Unmanufactured stock 

10,972 

Book Debts 

33,862 


and in addition, the sum of Rs. 3^,984 is pai(f for Goodwill, making 
a total sum of Rs. J ,40,000, 


By agreement the vendors take in payment— 

Rs. 


In Cash .. ' 

In Ordinary Shares 
In Preference Shares 


70,000 

60,000 

20,000 




The Capital of the Company consists of- 


10,000 Ordinary Shares of Rs 
8,000 Preference Shares 


n 


10 each 
10 „ 


Rs. 100,000 
„ 80,000 


II 







On each class of shares Rs. 5 are payable on application 
and Rs. 5 on allotment. The balance of shares is offered to 
public, fully taken up, and paid for in due course. 

From the above figures draw up the Journal for the purpose 
of opening the Company's book and write up the Cash Book. 

(G.C.I. 1916 Advanced.) 

V 

" 9. The following is the Balance Sheet of Jeejeebliai, Daver 


& Co., on 31st March 1924 ;— 




Rs. 


Rs. 

Sundry Creditors 

10,832 

Funiiture 

637 

Capital Accounts 


Stock 

6,042 

Jeejeebhai 

16,436 

Sundry Debtors 

23,421 

Daver 

5,824 

Cash at Bank & 


— 

22,259 

ill hand 

3,091 


33,091 


33,091 


A Private Limited Company, Jeejeebhai, Daver & Co., Ltd., 
X with an authorised capital of Rs. 36,000 divided into 2,600 Pre- 
* ference Shares of Rs. 10 each, and 1,000 Ordinary shares of Rs. 10 
each, was registered in March and took over the business on 
1st April 1924 on the following terms :— 

• 

Goodwill to be taken at Rs. 10,000. 

Stock and Furniture to be taken' at Balance Sheet 
values. 

The purchase price to be paid in Cash. 

The Liabilities, Baok Debts, balance at bankers and cash 
in hand not to be taken over, btft the Company to collect Book 
Debts and discharge liabilities as agents for the ^Vendors, and 
to account to them at the end of each month. 

Jeejeebhai to subscribe forthwith for 600 Ordinary Shares 
and 1,600 Preference Shares, and Daver for 600 Ordinary Shares 

j 500 Preference Shares, the ordinary shares to be paid for in 
full on allotment and the Preference Shares Rs. 5 per share on 
allotment and the balance when called. 

The Purchase price was paid, and the i^ares were duly applied 
for and allotted on 1st April. 

The Cash received from Customers in April, amounted to 
Rs, 12,397, of which Rs. 604 were in respect of April sales, and in 
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addition Rs. 3,620 were received as damages in an old suit pending 
in Balance Sheet on 31st March, 1924. 

The payments, amounted to Rs. 14,966, of which Rs. 6,865 
were in respect of the old firm’s debts. 

Show the Journal entries recording the above transactions 
and also prepare the Vendor’s Adjustment Account showing the 
balance due to or by them. 

(G.D.A. 1926) 


10. The Balance Sheet of C 
I^iabilities 



Rs. 

C’s Capital 

60,000 

D’s ,, 

40,000 

General Reserve .. 

4,000 

Creditors 

13,500 


1,17,500 


. D. & Co., was as follows :— 


Assets 

Rs. 

Land and Buildings 

40,000 

Plant & Machinery 

45,000 

Patents 

8,000 

Stock 

12,000 

Debtors 

7,600 

Bills Receivable 

2,000 

Cash 

3,000 


1,17,500 


C and D who shared profits equally, sold the business as a 
going concern to a Limited Company. The purchase considera¬ 
tion was agreed at Rs. 1,30,000 payable as to Rs. 30,000 in cash, 
Rs. 50,000 in Preference Shares and Rs. 40,000 in Ordinary 
Shares and the balance in 6 per cent Debentures of Rs. 100 each. 
The Company had an authorised capital of Rs. 2,00,000 divided 
equally into Preference Shares and Ordinary Shares of Rs. 10 each. 
The remainder of the Ordinary Shares were offered for subscription 
at a premium of Rs. 2-8 per share, payable Rs. 2-8 on application 
and Rs. 5 on allotment (including premium) and the balance on 
First Call. All the shares were applied for, allotted and called 
up, and all cash thereon was received, except the call on 100 
shares. The purchase consideration was' then paid. * 

Close the partner^ip books, assuming the partners agreed to 
divide the share and debentures in proportion to tiheir original 
capitals. Draft the Journal entries in the Company’s books to 
record the above transactions and prepare a Balance Sheet of 
the Company on completion. 


(G.D.A, Test 1920.) 
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11. From the following Trial Balance of tlie Premier Rubber 
Company Ltd., prepare Profit and Ivoss Account and Appropriation 
Account for the year ended 31st December 1937 and Balance 
Sheet as on that date. 




Rs. 

R.S. 

8h&re Capital, Authoriaad and IsHiicd 

Leaaehold Elstate in Sumatra 



10.00,000 


7,38,4.V» 
2,96,720 


jpTclopmcnt Account, Ist January. 1037 

TOpenaiture in Sumatra during 10*37 ; — 

Upkeep of producing area, tapping, m»nufii<-turing, 
snipping etc. 

Rs. 

1.83.030 



Further outlays cm areas not in bearing 

61.060 

2,34,090 





Buildings and Machinery 


1.37,2(K» 


Inventory of Cattle, Stores etc. 

Stock of Rubber in Store and in I’r.ansit .it 31st 


10,.')30 


Decemi)er 1936 

Proceeds of Rublier sold • 


1,42,410 

4,23,970 

Profit on Exchange 

Directors' Fees 


S..")00 

110 

Audit Fees 


3,540 


Income-tax 

Interest on DefKwit • ■. 


21,300 

610 

Transfer Fees 

Cash at Bankers and in han<l 

m 

74.8sn 

l(K) 

^undry Debtors 


11,020 


^^imdry Creditors 



15.810 

Veneral Reserve 



l,r»o.t>oo 

Profit and Loss Balance, after payineut of 

Rs. 1,25,000 Final Dividend for 1936 



84.080 

Interim Dividend paid .31st July 1937 


25,000 

• 


Uk. 17.05,640 n,0.’S,fl4l) 


Provide 10 per cent Depreciation on Buildings and Machi¬ 
nery, carry Rs. 50,000 to General Reserve and provide foi addi¬ 
tional remuneration of the Directors, viz. 2|% on the profit for 
the year before chargingj Income-ta?c and General Reserve. The 
Stock of Rubber in Store and in Transit on 31st D^enibcr 1937 
was valued at Rs. 1,56,860. 

• (B. Com.) 

^ ' i. The Faigine and Motor Co., T^td. has a nominal cai)ital of 
£100,000 divided into 75,000 Ordinary Shares of £1 each, and 2,500 
* 6 per cent Cumulative Preference Shares of £10 each.* The books . 
of the Company were balanced on 31st March 1938, on which date 
a Trial Balance containing the following balances was extracted. 
Before closing the books, the following adjustments are neces¬ 
sary :—(1) A portion of the premises has b^n sub-let since 1st 
44 
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January 1938, at £80 per annum, and the rent due to date has not 
been paid or passed through the books; (2) The Insurance unexpir¬ 
ed amounts to £30; (3) 11 months only of the Office Salaries have 
been paid; (4) Make the Reserve for Bad Debts equal to an 
amount representing 5 per cent on the Sundry Debtors (Exclud¬ 
ing Sundry Debtors for rent); (5) Write off the whole of the 
rreliminary Expenses ; ( 6 ) Write off the following depreciations 7 

(a) Plant and Machinery 10 per cent; (b) Office Furniture 10 
])er cent; (c) Patterns 15 per cent; (d) Patents 20 per cent 
Stock on hand on 31st March 1938 was valued at £23,996, and the 
Loose Tools at £2,730. Prepare Trading, Profit and Loss 
Accounts for the year ended 31st March 1938 and Balance Sheet 
as on that date. 

Dr. BALANCES 


£ £ 


Vroehold Premi«oii 


Bad Debts written (►fl* 

616 

i'lant and Machinery 

ii.risa 

Directors' Foe's 

300 

(’alls in arrears .. 

Stock, Slst March ]9;t7 

2,lKK), 

14.665 

Carriage 

Audit Fee and Legal 

4,1.55 

Oflice Furniture .. 

54.') 

Expeiues 

205 

Loose Tools, Slst Mawh 1937 

.3,125 

Oonoral Expenses .. 

946 

i'atteriui 

3,1,55 

Discount Allowed .. 

1,235 

Patents 

1,535 

Preliminary Expenses 

Travelling Expenses 

Repairs and Renewals of 

Plant 

350 

Ooodwill Account 

Sundry Debtors .. 

Cash Bank—Current 

3.U00 

31.215 

466 

1,245 

Account 

985 

Coal 

2,766 

CashatBiuik—Deposit 

10,000 

Gas and water 

476 

Cash in hand 

45 

Rates, Taxes and Insurance 

865 

Sales lleturna 

975 

Office 8alarU>s 

750 

Purchases 

Manufacturing Wages 

71,246 

26,696 

Trade Expenses 
( 

2,165 


Or. BALANCES 


Ordinajry Share Capital 

£^ i. 

Purchase Returns .. 

£ 

1,676 

(60,000 shares) 

.. 50.000 Sundry Creditors 

12,805 

8,765 

Preferenoe Share Capital 

Bills Payable 

(2,500 shares) 

25,(KO Reserve for Bad Debts 31-3-37 

1,166 

P. A L. Account Balance 
31-3-87 

Interest on Babk Dei)osit 

1,646 Account 

46 

Sales 

.. 1,07,016 Disoounto received .. 

875 

1* 


What dijndend, if any, would you recommend the Directors, 
to propose, taking into consideration the fact that the dividend 
on the Preference Shares for the year ended 31st March 1937, 
has not been paid ? 


(London Chamber of Commerce) 





13. The following is the Trial Balance at 31st December 
1937 of the Marine Hotel, limited, having an authorised capital 
of £65,000 divided into 6,500 shares of £10 each. 


Cost of Winos, Provisions, etc., consumed (not) .. 

CajMtal issued 4,470 shares of £10 each .. •. 

Freehold (including construction and furuishing Hotel) at cost 
Kxtraordinory Alterations and Improvements (to bo Written 
4oif by equal annual instahnonts over the three years ondhig 
' Tout December 1039) at oust 
Cash at Bank 
f)ash in hand 

Delxmturc interest (half year to 30th June 1937} 

Final Dividmid for j'ear ended Slst fX>ct»mber 1936 
General Reserve 
Hotel Receipts 

Insnrances and Licences (iiichidiiig £132 Compensation Levy 
paid to 5th April 1938) 

Interest on Deposit 

Interim Dividend at 3% free of tox for half year to 30th June 
1937 


lighting, water, rates, 


Mortgage Debontnro Stock (4 per cunt) 

Profit and Loss Account (balance from 3lsi December 1936) 
Rente Received 
Repairs and Renewals 
Reserve for Depreciation 
Salaries, Wages and (lotumi.Hsion . 

J^imdry Exponscvo (including fuel. 

^ taxes, etc.) 
secretary’s Salary 
•sundry Creditors 
Sundry Debtors 

Stock of Wines, Provisions, etc, on Slst December 1937 
Trade Exjiensoa 

Wine, Bar and Billiard Room Exponaes 
Do. Do. Receipts 


£ 

£ 

8.030 

44,700 

1,05,000 


1.600 


1,484 


238 


800 


2,2.36 

10,000 

22,749 

421 

95 

1,341 

40,000 


0,237 


104 

1,320 

5.000 

2,609 


2,732 


l(t6 

2,300 

470 


2,000 


1,230 

• 

1,526 

1,856 

133,040 

133,040 


From the above particulars, propare a Trading Account and 
a Profit and Loss Account for the year ended 31&t December 
1937, and a Balance .Sheet as on that date after cliarging £400 
for Directors’ Fees, £125 for Auditors’ Fees, £400 for Reserve 
for Depreciation, aii^ £1,000 fox General Reserve. 

(Chartered Accountants.) 



14. On 31st December 1937, the following Trial Balance was 
eiriracted from the Books of Messrs. J. Jones & Co., Ltd ;— 
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Ordinal^ Shares, £10 each 


£ 

60,000 

6 per cent Preference Shares, £10 each 


40,000 

S per cent Debenture.') 

£ 

20,000 

C^ls in Anvar—Ordinary Shares 

750 


Calls in Arrear—Preferonfo Shares 

250 


Fret'hold Property 

37,459 


Plant and Machineiy as on 31 st DeeoroW 1930 .. 

11.040 


IjOosc Plant and Tools 

2,64.". 


Materials 

12,445 


Stock—Finished Goods 

9,744 


Sundry Debtors 

69,823 


Sundry Creditors 


18,444 

Dividends paid— 

On Preference Shares, C mouths to 3let |)ec«ttn>>er 19.'t<» 

1,2<M> 


On Ordinary Shares, 5 (wr cent for 1939 

2.500 


On Profeivnee Shares 6 months interim to 30lli June 1937 

1,200 


Cottage Kents 


195 

Rptierve Aeco\int 


5,(KK> 

Profit and Loss Aceount, balancv 31sfc Deeeitils^r 1930 


5.446 

Diwtors’ Foes 

1,250 


Auditors’ Fees .. ... 

106 


Discounts off Purchases 


8U 

Debenture Tnistees’ Fww 

210 


Salaries 

2,015 


Sales 


1.49.79.'> 

Bank Chai|;es , 

284 


Purchase—Matt^riols 

82.278 


Wages 

33.896 


Office KxiM'nHea 

668 


Hates, Taxes and ljuiurance 

498 


Fuel 

2,620 


Travellers' Salaries and Ex|x>nse8 

9,937 


Carriage on Materials 

3,149 


Good^’ill 

10,000 


(Jencral Expenses 

3,28.' 


Debentun interest 

l.fRHl 


Debenture Interest due 31st December 1937 


,51K) 

Discoimts to Customers ' 

2.4(M> 


Insurance, Bates, etc., paid in advance 

7.6 


Bank overdraft 


3.780 

C’ash Book Balance 

148 


, 294,004 294,004 


The Nominal Capital of the Company was £180,000 divided 
into Ordinary Shares £100.000 and 6 per cent Preference Shares 
£80.000. 


The Stocks on 31st iDeceniher 1037 

Materials 
Finished Goods. .. 

I^oose Plant and Tools. 


were :— 

£11,540 

11,406 

2,315 


Allow 5% for Depreciation of Fixed Plant and Machinery, 
and £ 500 for pro\nsion for Bad and Doubtful Debts. Prepare 











noa 


Trading and Profit and I„oss Accounts to 31st December 1937 
and Balance Sheet as on that date. 

(Chartered Accountants.) 

15. Brasswares Ltd., was registered with a nominal capital 
of 1 , 00,000 shares of Rs. 10 each. Of this Capital, 50,000 shares 
-^ere issued and fully paid up. The following Trial Balance was 
extracted from the books of the Company as on the 31st Decem¬ 
ber, 1031. 


Uoixhvill 



Rs. 

1,50,000 

Us. 

Share; C'apiUil 




.5.00.(M)0 

Calls in arroar 



1,000 


i.aTid and Building 



2.70,tKk) 


Blant Piid Machiiutry 



64,0(Kl 


liiteriiu divJduiKl ]iaid, August-, i^KM 



12..'iU0 


Salos 




6,38.120 

Sales Ketum-s 



J 1,8441 


I'lirehasos 



2,80,720 


I icbimturi's 




1,.‘>0,000 

-Stock, 1st January, 11131 



1,48.1)40 


OtTicc Furnitum 



:i, 2 uo 


.Manufncliu'ing Usages 


' * 

1,{10,6441 


factory Bower 



32,410 


Vitcnta Acooutit 



20,04K) 


*uadry Dt'btors 



48.380 


i-*undry Cn'ditors 




23,340 

(.'ash in hand 

* • 


r>oo 


('’ash at Bank 

• • 


:il,4(Ni 

*^8,960 

I'rofit and Loss A'c 

• • 



Preliminary £xpea«o-s 



6,2(H) 


Discount Account. 



040 


t Carriage inwardi 

• ■ 

ft 

0.780 


(’arriage ontwartls 

• ft 


12,710 


ltati'8, Taxc.s and Insuranco .. • 

* • 


1,420 


•Salaries 

• • 


8,210 


1 lirector’a fees 

• • 


1,090 


Bad Debts Ko-servo . 


• • 

5,000 

Transfer feo.s 

• * • 



60 

Purchase Returns *.. 

t ft 


3,74f> 

11,410 

-Machinery repairs 

• • 



Cost of patt-orns 

ft ft 


22.000 


Debenture interest 

• • 

• • 

7,500 



You are required to prepare Manufacturing and Profit and 
Accounts for the year ended 31lt December, 1931, and a 
Balance Sheet as on that date. Before preparing these accounts 
the following adjustments are necessary : (1) 60% of the Patterns 
Accounts is to be charged against cost of manufacture : (2) the 
stock on the 31st Dec., was valued at Rs. 1,66,640 ; (3) 5% of 
Preliminary Expenses is to be written off; (4) Unexpired Insurance 
amounted to Rs. 390; (5) 10% depreciation is to be written 
off the Machinery and Plant, 16% off Patents and 10% off the 









m 

Office t'urtuture ; (6) the Bad Debts Reserve is to be increased 
to Rs. 10,000. 

(C. U., B. Com). 

10. A Company was formed with an authorised capital of 
Rs. 5,00,000 divided into 25,000 Ordinary shares of Rs. 10 each 
and 25,000 Preference Shares of Rs. 10 each to acquire the going 
concern of Messrs. Smith & Co. whose Balance Sheet stood as 
follows :— 


iviabilities 

Rs. 

Assets 

Rs. 

Bills Payable 

3,500 

Cash at Bank 

4,500 

Sundry Creditors .. 

6,400 

Book Debts 

7,600 

Capital 

1,32,100 

Stock-in-trade 

% 

35,000 


Plant & Machinery 

50,000 



I'reehold Premises 

45,000 


1,42,000* 


1,42,000 


The purchase price was agreed upon at Rs. 1,75,000 to be 
payable Rs. 60,000 in fully-paid Ordinarj' Shares, Rs. 50,000 in 
fully-paid Preference Shares, Rs. 26,000 in fully-paid Debentures 
and the balance in cash. The Company offere<l 10,000 Ordinary 
Share.s. 10,000 Preference Shares and 100 Debentures of Rs. 100 
each to the public. All the shares and debentures were subs¬ 
cribed and paid for. Oive the necessary Cash Book and Journal 
entries and show the Balance Sheet. 

(Bombay U uiversity). 


4 

17. A Limited Company has a nominal capital of Rs. 2,50,000 
in 25,000 sliares of Rs. 10 each. Of these 4,000 shares were 
i.ssued to the vendors as fully paid. 8,000 shares w^ere subscribed 
ft)r by the public, and during the 1st year*Rs. 6 per share was 
called up, 2,000 shares were also issued, as fuUy paid, to persons 
other than the vendors in pa5n[iient of the property purchased. 
On the 8,000 shares subscribed for by the public tliere had been 
paid at the end of the first year ;— 


On 6,000 shares, the full amount called. 
1,260 „ Rs. 4/-per share. 

500 ,, Rs. 3/“ ,, ,, 

260 .. „ 2/- 


»l 


$$ 


$$ 


$$ 


II 



The diiectors forfeited the 750 shares ou which less thut 
Rs. 4 per share had been paid. Give the Journal and Cash Book 
entires to record the above transactions and set out the capital 
as it should appear in the company’s Balance Sheet at the end 
of the 1st year. 


(U. P. Board). 


18. I'roni the following schedule of balances of J.,ibefty 
Contractors I^td. prepare Trading and Profit and Ivoss A/c for the 
half-year ending .lOtli June, also Balance Sheet as ou that date: - 


iU. 

8hare Capital (10,000 sharos of RK;. 1 oaoli, as -/$/- called) .. 5,00(> 

6% Dabonturen issued 1st January .. .. 4,500 

Ibintors .. .. .. .. •1,25<> 

Hank Overdraft .. .. .. I,7:0I 

Hill Itoc-civable .. . • 1,402 

(jroodn’ill and Patent rigiits .. ,. .. 4,fXM» 

War lioan liivostinonts .. .. .. WKI 

Creditors .. .. .. .. 4,S4o 

^MPichinery and Plant 6,000 

f (jrmliininary Kxijenscs .. .. 121- 

^11« in arrear .. .. ,. .. 200 

Calls paid in advance .. .. .. 400 

Ktock Ist January .. ' .. 1,700 

Work in progress Ist January .. .. • 68.') 

Cash in hand .. .. .. .. 86 

Wages .. .. ... .. 6,184 

Salaries of Office-stall' .. .. .. 834 

Postage and Telephone .. ,. 54 

Rent, rat's and taxes . .. .. 0.5 

Stationery and Printing .. .. .. 36 

Office Expenses .. .. .. 17 

Materials purchases .. .. .. 2.486 

Bills Payable .. .. .. 2,81.5 

Royrlties on patents (received) •., .. .. 287 

Sales .. .. .. ■* .. 0,871 


At 30th June, tlfe stock of materials was Rs. 1,087 and the 
of the work in progress Rs. 419» There was a contingent 
t^iuty on Bills under discount of Rs. 284. Ignore depreciation. 


(C.U.B. Com.—1931) 


19. The following is the trial Balance of a Company on Slat 
December, 1928. 
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Rs. 


Rs. 

Stock Jan. 1st 

20,000 

Preference shares 

‘26,000 

Book Debts 

20,000 

Ordinary 

25,000 

Plant and Machinery 

10,000 

Creditors 

10,000 

Wages 

5,000 

Reserve A/c 

10,000 

Salaries 

2,000 

Sales 

1,60,000 

1‘Veehold property .. 

30,000 



'Iravclling expenses 

2,500 



Purchases 

1,00,000 



Cash 

30,500 



Totaj, 

2,20,00t) 

Tdtai. 

2,20,000 


Stock (m December 31st was Ks. 23,(K>U. It is resolved to 
write off Plant and Machinery ; to reserve for Bad and 

Doubtful IX’bts account 10% of Hook Debts; to place Rs. 1,000 
to Bonus fund for the staff; to ])lace Rs. 12,000 to reserve ; 
to [)ay Cy% on the Preference vShares ; to i)ay t)'’o on the Ordinary 
Shares ; and to carfy the balance forward. Prepare the Trading 
and the Profit and Doss A/c for the year and the Balance Sheet 
as at its close after appropriating the jirotits as directed. 

(C. U.. B. Com., 1930) 

20. X. Y. Z. & Co. Ltd, was registered with an Authorised 
Capital of Rs. 1,00,000 divided into 5,000 Ordinary shares of 
Rs. lo each and 500 Cumulative I’reference Shares of 


Rs. 100 each. The following 'I'rial Balance was extracted from 

the books of the Company as 

on 31st December, 1942 ;— 

• 



• t 

Kk. 

Rs. 

Ordii)ar>’ Shan’< (4,IKK) Hliares tiilU' paid up) 

40,000 

Preference Share OapiUl 


50.000 

Plant and Machinery 

28,500 


Usasohold PremiRe-'s 

70,000 


PnrchascN .. * 

.‘18,000 


Sales 


1,16,00(1' 

Returns Out 


1,500 

Carriage In 

” !! 500 


Returns In 

1,000 


General Chargeft 

3,500 


Bad Debts 

760 


Stuck (ist January, 1042) 

18,000 


('alls in arrear (Quinary Shares) 

500 


Salaries 

12,000 


Carriage Out 

1,600 










Its. tt«l. 

A4verti>»iilg Expeuww .. .. 17,500 

Dttoonnta 750 400 

Hundzy Debtoro .. .. SK),00U 

Snncliy Creditors .. .. 6,000 

laeome-tax .. .. 5,000 

InooDW'tax Reserve .. .. 6,OOC> 

Wages 4,600 

Rent (1/3 office) .. .. .. 2,400 

,Profit and Loss Accuunb (.^ist Doc. 1041) .. .. 20,000 

r^^roference Divideml (For 1041) .. .. 5,(KK) 

•Bank overdraft .. 2,.'K)0 

Cash in hand .. .‘(,000 


2,42,4(K» 2.42,400 



Prepare the Trading and Profit and Loss Account for the 
year ending 31st December, 1942, and a Balance Sheet as at 
tliat date. The following adjustments are necessarj' :—(a) 
Depreciate Plant and Machinery at 10% ; (b) The Lease runs 
35 years ; (c) Raise | % of the Debtors as Bad J^ebts Reserve ; 
(d) Advertising Ivxpenses are t^ be spread over five years ; (e) 
Outstanding Liabilities arc to be provided to the extent of 
Rs- 2,500 ; (f) Closing Stock amounts to Rs.* 20,500. 


21. John Ro])erts sold his Inisiness to a Company for the sum 
of Rs. 2,60,000 to be paid for by 2,000 shares of Rs. 10^, and 
Rs. 50,000 in cash. 


His assets consisted of- 

Land and Buildings * 

Book Debts 

Stock and material* 

His liabilities were— 


Rs. 

1,80,000 

60,000 

35,000 


Creditors 

Loans on Mortgage 


20,000 

16,000 


The Capital of the Company was Rs. 3,CK>,000 consisting of 
3,000 Shares of Rs. 100 each. 1,000 shares were issued and subs¬ 
cribed for by the public, payable as follows ;— 


On Application .. .. Rs. 20 a share. 

On Allotment .. .. Rs. 60 a share. 

On Final Call .. .. Rs. 30 a share 









Make tUe Journal entries for the above transaction in the 
Company’s books, and set out the Balance Sheet at 1st July 1912, 
at which date the shares had been all taken up. The money 
due on Application and Allotment had been paid in full, but 
Rs. 309 still remained unpaid on Final Call Account. Treat 
the profit made by the vendor through the sale of his business 
as the value of Goodwill. 


22. A Company is formed on 1st January 1925 to acquire 
ail engineering business. A sale agreement, dated 15th December 
1924, between the owners and X, a trustee for the Company, 
jirovides that the business shall be taken over on the basis of the 
last balance sheet (as at 30th June 1924) ; subsequent profits 
pass to the purchasers and the business, is carried on by the 
vendors as agents, first for the trustee and from the date of 
Incorporation for the Company. The Company becomes eiititletl 
to commence business on the Kith February 1925 and adopts the 
sale agreement on 28th February *1925 on which date the purchase 
jjrice is paid. The profit from 1st July 1924 to 31st December 
1924 is Rs. 77,500, the profit for the month of January and 
h'ebruary is Rs. 12,000. 

What is the date determining the apportionment of profits 
prior to incorporation ? State reasons for your answer, and 
apportion the profit to be capitalised. 

(G.D.A. 1926) 

23. Trial Balance of the Orient Bngiiieering Company, htd., 


as at 30th June, 1908 : — 

VVagoB Account 

« 

Us. 

3,31,600 

lls. 

Sales Account .. ' . 

• 


18,23,700 

Rents Receivable 



6,610 

Oividenda Outstanding 



870 

Rad Debts Account 


8,670 


Rank of Bengal Overdraft .. 


63,000 

Mnchinery and Plant Accoitnt 

• 

< • • 

1,87,200 


Sundry Oroditors 

• • • 


61,426 

Sundry Debtors .. * 


1,08,600 


Dubei)ture.s Account 

• • • 


1,35,000 

Purdbases Account 


12,69,060 

Intmcfit Account 

• • • 

2,070 


Building Ebeteruion Aoooimt 

• • • 

57,600 


Stock Account (let Jan. 1908) 

« • t 

2,58,000 


(lash Account 

« • • 

4,800 


Calls in srrear 

« s • 

4,600 


lleeerve Fund 

• • • 


1,27,600 

Buildings Account (let Jan. 1908) 

a • • 

3,60,000 

Patents Account 

• • « 

13,600 









Salaries Acoouilt 
Carriafro and Cartage Expenses 
Trsdelfopensee 
Kent, Rates and Taxes 
Repairs Account 
I^benturo Interest Account 
Audit Foe Account 
Share Capital Account (4,500 shares of Ks. 100) 
Bad Debt Reserve Account (Ist Jan. 1908). .. 


<s 

I 


3e;00U 

8,400 

10,815 

3,780 

3,600 

2,700 

1,125 

4,50,000 

4,815 

20,71,920 26,71,920 


Stock at 30th June, 1908 was Rs. 2,13,760. Allow for 
Depreciation on Machinery at 10% per annum and on Patents at 
20% per annum. Charge 6% on outstanding accounts as a Bad 
Debt Reserve. Forfeit 90 shares on which calls of Rs. 60 per share 
are in arrear. Transfer Rs. 22,500 to Reserve Fund. 


f 


You are required to prepare— 

(1) Trading Account for half-year ended 30th June 1908. 

(2) Profit and Doss Account for half-year ended 30th June 1908. 

(3) Balance Sheet as at SOtii June 1908. 

(G.C.I.^ 1909 Advanced.) 

24. From the following Trial Balance of the Cachar Tea 
Company Ltd., and informations prepare a Balance Sheet, Reve¬ 
nue Account, and Profit and Loss Account, for the year ended 
31st December, 1911 ;— . 


Capital, 4,000 shares of Bs. 100 each .. .. 

Block (Original cost of purchasing and laying out the estate) 
Machinery 

Tea crop, Season 1010, Surplus realised .. 

Garden Expenditure— * .. Ks. 

Establishment .. ,. 22,000 

Cultivation .. .. 37,000 

Manufacture * .. .. 28,000 

General Charges • .. * .. 19,000 


Bs. 

3,80,000 

20,<KKJ 


Bs. 

4,00,000 

840 


Calcutta Expenditure — 
Stores 
Fieisht 

Matminery Bbpair 

4old 

Interest 

Cash with Garden Manager 
Cash at Bank 
Sundry Debtors 
Sundry Creditors 
Profit and Loss Account 


25,000 

7,000 

4,000 


1,06,000 


36,000 


1,200 

86,936 

8,600 


2 , 20,000 

500 


12,390 

5,000 


6J18,736 6,38,736 
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25. I'‘rom the following Trial Balance prepare the Trading 
Account and Profit and Loss Account for the half-year ended 
noth June, 1914, and the Balance Sheet as on that date :— 


Trial Balance 


Sharp Capital (lO.CMK) sliarua of K«. lf> oach, Its. 

Mortgage Dobciituiv 

Sundry Debtors 

Bills Recpivable 

Bank Overdraft 

Goodwill and Pitt(<nt Rights 

Invivstmeiits in sliarus of Public (J<im|MuuPs 

Snnilry Creditors 

.Vltwhinory and Plant 

Pn-liiuinary Exjkiuhps 

Calls in arroar 

Gails paid in ad vaiipp 

Btoek at Ist .lanuary I!>I4 

WoAin Progress at 1st January, Ibll 

Cash in hand 

iV’ages 

Salaries of Office stall 
Postage and Telejihoiie 
i’onl, Kates and 'I’axes 
Stalienory and Printing 
(>ffic.p Kxpimses 
Materials Pnrehased '• 

Bills Payatdo 

Royalties on Patents reeeiv«al 
Sales 


> oallud) 


< 


Rs. 

Rs. 


50,000 

4.),00() 

42,500 

14,920 

I7,:)oo 

40,IKK) 


O.IXK) 

42,400 

00,000 


1,240 


2,000 

4,IH)0 

I7,0IKt ’ 
0,850 
800 
01,840 


8,340 


.540 


95i» 


;560 


170 


21,800 

28,150 

2,870 

98,740 

88,520 

2,88,520 


At Wth June, 1914, the stock of material was Rs. 10,870, 
and the value of the work in progress was Rs. 4,190. There 
was a Contingent Liability on bills under discount of Rs. 2,840. 
Ignore depreciation. 

What Statutory Books are necessary for use by a Limited 
Company? Ciive short particulars of what has to be entered 
in cash book, 

(G.C.I. 1915 Advanced.) 


26. The following is the Trial Balance of the Blaerock 
Kngineering Co. Ltd. on 3Ist March, 1917 : 


Oi-diuary Capital: (Authoiisod 80,U(K) shares of Us. Id)—Issued Rs. 

7S,000 aharos, ila. 6 per share called up) 3,00,000 

Preference Capital {Authonaod ^,000 »ha«a of Rs.J0)— 

(Rs. 6 per share called up) .. .. R,., i.oo.OOo 

Ist Call (Rb. 2 per share) Ordinary Shares .. .. 10,000 

2nd Cajl (Re. 1 per share) Ordinary Shares .. ,. 10,000 

Plant and Machinery .. .. 50,000 

Freehold land and Buildings .. .. ., 60,000 






mi 


Sundry Creditors 


« • 


43.640 

Sundiy Debtors 


• « 

60,000 

,8,000 

Reserve for Bod Debts, 30tb Sept. 1916 


• 


Wages 

Purchases 


« • 

• » 

12,830 

1,42,100 


Sales 


a • 


2.54,20(» 

Investment (at cost) 


• « 

20,000 


Preliminary Expon-ses 


• • 

ri.oiM) 


C^harges General . . 


» a 

2.rM0 

750 

Interest on Investment 




Oiboe Establishment 



14,300 


(}ash in hand 


< a 

7.50 


Cash with Bank .. 


a • 

72,000 


Dividend on Preference Shares 


a a 

2.5CK> 


Stock; 30th September, 1916 



l,8,5,<X>0 


Elf ctric Light. Current, etc. 



3,000 


B.'ites, Taxe.s and Insurencc 



i,r>oo 


Goodwill 



l,2;5.0(Ki 


Sundry Manxifacturing Expense's 

I)ireetf>ra’ anfl Auditor’s Imsw 



16,(HK> 




3,000 


Royalty on use of Patents 



1,370 


Income-tax .. , 


■ a 

640 


Bad Debts Written off 


a • 

2,250 

6.000 


Managing Agents’ Allowatictt 


a a 


Despatching Chaigos 


* a 

3,200 


Sundry Sales and Roofiipts 

C'ommissions .. * ■ • 


* a 


2,3(H1 



1.200 


Profit and lo.w. ,S0th .Septeujbor, 1910 


• 

8,10,290 

16,400 

8.10,290 


The vStcx:k on lilst March, 1917, was Rs. 1,75,000. The Direc¬ 
tors decide to w’rite off depreciation at the rate of 10 per cent, 
per annum on Machinery and Plant and one-half of the Preligiinary 
P'xpenses, to make a reserve for Bad and Doubtful Debts up to 
7j per cent and to place Rs. 10,000 to General Reserve. In 
addition to the allowance of Rs. 6,000, the Managing Agents are 
entitled to 10 per cent bf the net trading profit, after diarging 
depreciation and writing off bad debts. Make the provisions 
as above, and prepare Trading Account, and Profit and Loss 
Account for the period ending Slst March, 1917„ showing the 
gross and net profits and how the Managing Agents' Commission 
is arrived at; ^Iso prepare a Balance Sheet as at Slst March 1917. 

27. The Bombay West Coast Navigation Co., Ltd., has an 
authorised Capital of 3,00,000 shar^ of Rs. 10 each, of which 
^ ,J35 shares have been‘.subscribed. The following Trial Balance 
as on 30th June, 1920 has been prepared by the book-keeper 
of the Company and owing to his inability to find the difference 
your assistance is sought. , 

On carrying out the necessary examination of the accounts 
you find that the interest accrued on investments taken into the 
Trial Balance from the statement prepared and that no entry 
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there in the books. You also find that the balance of Profit 
and Loss Account, viz., Rs. 6,863 (Rs. 89,132 profit as per last 
Balance Sheet less Rs. 82,269 appropriations thereof) brought 
forward from the last year is omitted and you find certain other 
obvious errors in copying down the balances in the Trial Balance. 
After giving effect to the necessary corrections you are to prepare 
the Balance Sheet and the Profit and Loss Account as required 
by the Indian Com}>anies Act. Depreciation written off to date 
on Steamers, Barges, etc., and on Furniture and Fitting 
is Rs. 1,96,998 and Rs. 2,423 respectively. 

The following is the Trial Balance as submitted to you by the 


book-keeper of the Company :— 


Steamers, Bargee, etu. 




Rs. 

.3,37,743 

Rs. 

furniture and Fittinge 




4.613 


Book Debts (of which Rs. 20,367 are doubtful) 



r>0,828 


Untapired Insurance 

• s 



27,606 


Customs Deposits 

• « 



1,110 


Investments at cost 




4,00,782 


Interest accrued on same 




12,811 


Forfeited Shares Account 

• • 


• s 

0,342 


Cash with Bank on fisvd deposit 

• • 


• * 

6,00,000 


Cash with Banks on Curent Account 
(.lash in hand 

• » 


• • 

1,01,641 

12..350 


Subaoribed Capital 

e • 



5,60,360 

Calls in arrears .. 

• • 




6,582 

Calls in advance 

• • 


• « 

4,0.3,31.5 


Reserve Fund 

s • 


s s 

1,60,000 

Dividend EqualisatioD Fund 

s a 


• s 


25,000 

Provisioi for Doubtful debts 

s • 




15,367 

IJn^d Dividfmds 

Liaoilitles for:— 

Goods suj^ied 

e 4 

• • 

• ■ 


1,17,682 

• • 


• • 


0,604 

Expenses 

s s 


• • 


1,64,336 

Other finance 

» « 

* • 

• s 


47,416 

Voyage receipts .. 

• a 


e e 


3,02,178 

Voyage expenses 

• s 


• • 

2,14,637 



« s 


a e 


19,786 

Trsfltfer Fees 

• « 

e • 

• » 


1,630 

Expenses of Management 

• s 

s • 

• w 

1,28,262 

]>epreciation 

a • 

s s 

• • 

26,406 




Totaxi 

- 

25,11.655 

14,09,831 


(O.D.A. 1921) 


\ 


t\ 







Chapter XI 

JOINT STOCK COMPANIES (eootd.) 

Statatory Books and Statistical Books 

A Joint-Stock Company has to maintain some Statutoiy” and 
Statistical Books as required by the Companies Act. 

The Statutory Books and Agreements which must be kept by 
^the company, are as follows :— 

1. Register of Members (Share Ledger) ; 

2. Register of Directors, Manager and Managing Agents ; 

3. Index of Members; 

4. Minute Book; 

5. Annual List of Members and Summary of Share 

Capital; ^ 

6. Register of contracts in which the Directors are 

interested; 

7. Register of Mortgage and Charges ; 

H. Register of Debenture-Holders. 

• 

1. Register of Members : 

Section 31 of the Indian Companies Act provides : 

(1) Every company shall keep in one or more books a 
register of its members, and enter therein the foyowing 
particulars :— 

(i) the names and addresses, and the occupations, if any, 
of the members and, in the case of a company having 
a share capital, a statement of the shares held by 
each member, distinguishing each sliare by its 
number, and of the‘amount paid or agreed to be 
considered as paid on the shares of each member ; 

(ii) the date at which each person was entered in the 
register as a member; 

(iii) the date at which any person ceased to be a member. 

(2) If a company makes default in complying with the 
requirements of this section, it shall be liable to a fine not ex¬ 
ceeding fifty rupees for every day during which the default 
continues; and every officer of the company who knowingly 
and wilfully authorises or permits the 4^au}t shall be liable tQ 
the like penalty, 
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The register of members is a very important statutory book 
atid great care should be taken to see that it is written correctly 
and kept up-to-date. Tbe law does not prescribe any particular 
form but in devising the rulings care should be taken to see that 
all necessary particulars required by the Act can be maintained. 
Specimen ruling with some entries will be found in page 588-601. 
The various entries in the register of members come from the« 
share application and allotment book, call books, cash book and 
the register of transfer. 

2. Register of Dlreetors, Manager and Managing Agents : 

Section 87 provides that; 

( 1 ) Every company shall keep at its registered office a register 
of its directors, managers and managing agents containing with 
respect to each of them the following part^'culars, that is to say :— 

(a) in the case of an individual, bis present name in full, 
any former name or surname in full, his usual residential address, 
his nationality and, if that nationality is not the nationality of 
origin, his nationality of origin and his business occupation, if 
any, and if he holdii any other directorship or directorships the 
particulars of such directorship or directorships ; 

(b) in the case of a corporation, its corporate name and 
registered or principal office ; and tbe full name, address and 
nationality of each of its directors ; and 

(c) in the case of a firm, tbe full name, address and nationality 
of each partner, and the date on which each became a partner. 

(2) The company shall within the periods respectively 
mentioned in this sub-section send to the registrar a return in 
the prescribed form containing the particulars specified in the 
said register and a notification in the prescribed form of any change 
among its directors, managers or managing agents or in any of 
the particulars contained in the register. 

The period within vrhich the said return is to be sent shall be 
a period of fourteen days from the appoifitment of the first 
directors of the company and the period within which the said 
notification of a change is to be sent shall be fourteen days from' 
the happening thereof. 

(3) The register to be kept under this section shall during 
business hours (subject to such reasonable restrictions as the 
company may by its articles or in general meeting impose, so 
that not less than two hours in each day be allowed for inspection) 
l>e open to the inspection of any member of the company without 



charge and of any other person <m payment of <me rupee or such 
less sum as the company may impc^ for each inspection. 

(4) If any inspection required under this section is refused or 
if drfault is made in complying with sub-section (1) or sub-section 
(2) of this section, the company and every t^cer of the company 
who is knowin^y or wilfully in default ^aU be liable to a fine of 

j fifty rupees. 

(5) In the case of any such refusal, the Court on application 
made by the person to whom inspection has been refused and upon 
notice to the company may by order direct an immediate in- 
•spection of the register. 

3. Index of Membeix. 

Provisions of Section 31A regarding the index of members 
are as follows :— • 

(1) Every company having more than fifty members shall, 
unless the register of members is in sudi a form as to constitute 
in itself an index, keep an index of the names of the members 
of the company and shall within fourteen days after the date on 
which any alteration is made in the register »f members make any 
necessary alteration in the index. 

(2) The index, which may be in the form of a card index, 
shall in respect of each member contain a sufficient indication to 
enable the accoimt of that member in the register to be«readily 
found. 

(3) If default is made in complying with this section, the 
company and every officer of the comany who is knowingly and 
wilfully in d^ault shalf be liable to a fine not < exceeding 
fifty rupees. 

4. Minate Book. 

Section 83 enacts as under, in regard to the minutes of procee¬ 
dings of gener^ meetings and meetings of the Board of Directors : 

(1) Every company shall cause minutes of all proceedings of 
l^eneral meetings and of its directory to be entered in books kept 

4hat pnrp<^. 

(2) Any such minute, if pnrportittg to be signed by the 
chairman of the meetii^ at which the proceedings were had or 
by the chairman of the next succeeding meeting, ^lall be evidence 
of the proceedings. 

(S) Until the contrary is proved, every g^mal meetii^ of 
the ccMupany or meeting of diieetois in reiq>ect of the proceedings 
45 
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whereof minutes have been so made diall be deemed to have been 
duly cifdled and held, and all {uoceedings had thereat to have 
been duly had and all appointments of directors or liquidators 
shall be deemed to be valid. 

(4) The books containing the minutes of proceedings of any 
general meeting of a company held after the commencement of 
the Indian Companies (Amendment) Act, 1936, shall be kept at 
the registered office of the company and shall during business 
hours (subject to such reasonable restrictions as the company 
may by its articles or in general meeting impose so that no less 
than two hours in each day be allowed for inspection) be open 
to the inspection of any member without charge. 

(5) Any member shall at any time after seven days from the 
meeting be entitled to be furnished within seven days after he 
has made a request in that behalf to the company wdth a copy 
of any minutes referred to in sub-section (4) at a charge not 
exceeding six annas for every hundred words. 

(6) If any inspection required under sub-section (4) of this 
section is refused or if any copy required under sub-section (5) 
of this section is j;ot furnished within the time specified in sub¬ 
section (5) the company and every officer of the com]>any who 
knowingly and wilfully in default shall be liable in respect of each 
offence to a fine not exceeding twenty-five rupees and to a further 
fine tfO twenty-five rupees for every day during which the default 
continues. 

(7) In the case of any such refusal or default, the Court 
may by order compel an immediate inspection of the books in 
respect of all proceedings of general fneetings or direct that the 
copies required shall be sent to the persons requiring them. 

5. Annual list of members and summary of share eajdtal. 

Section 32 —(1) Every company having a share capital shall 
within eighteen months from its incorporation and thereafter 
once at least in every year make a list of aK persons who, on the 
day of the first or only oijdinary general meetiri^ in the year, are 
members of the corapdy, and of all persons who have ceased^^ 1(o 
be members since the date of the last return or (in the case of the 
first return) of the incorporation of the company. 

(2) The list shall state the names, addresses, and occupations 
of all the past and present members therein mentioned, and the 
number of shares held by each of the existing members at the date 
of the return, specifying i^res transferred since the date of the 
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last return or (in the case of Ihe first return) of the incorporation 
of the company by ])ersons who are still members and persons 
who have ceased to be members respectively ami the dates of 
r^istration of the transfers, and shs^ contain a summary dis¬ 
tinguishing between shares issued for cash and shares issued as 
fully or partly paid up otherwise than in cash, and specifying the 
^llowing particulars :~ 

(a) the amount of the share capital of the company, and the 
number of the shares into which it is divided ; 

(b) the number of shares taken from the commencement of 
the company up to the date of the return ; 

(c) The amount called up on each share; 

(d) the total amount of calls received; 

(e) the total amount, of calls unpaid ; 

(f) the total amount of the sums (if any) paid by way of 
commission in respect of any shares or debentures, or 
allowed by way of discount in respect of any shares or 
debentures, since the date* of the last return, oir so much 
thereof as has not been written off at the date of the 
return. 

(g) the total number of shares forfeited; 

(h) the total amotmt of shares or stock for which share- 
warrants are outstanding at the date of the return ; • 

(i) the total amount of share-warrants issued and surrendered 
respectively since the date of the last return ; 

(k) the number of shares or amount of stock comprised in 
each share-warranf; 

(l) the names and addresses of the persons who at the date of 
the return are the director of the company and of the 
persons (if any) "Who at the said date are ^e managers 
or managing agents of the company, and the changes in 
the personnel of the directors, manners and managing 
agents since the last return together with the dates on 
which they took place; and , 

the total amount of debt due from the company in re^>ect 
of all mortagages and charges which are required to be 

r^;istered with the registrartmder this Act. 

> » ' 

(3) The above list and summary i^iall be contained in a 
separate part of the register of nuunbers and ^all be completed 
within twenty-one days afterti^day of the first or only ordinary 



general meeting in the year, and the company shall forthwith file 
with the registrar a copy signed by a director or by the manager 
or the secretary of the company together with a certificate fimn 
such director, manager or secretary that the li^ and summary 
state the facts as they stood on the day aforesaid. 

(4) If a company makes default in complying with the re¬ 
quirements of this section, it shall be liable to a fine not exceediig 
fifty rupees for every day during which the default continues, 
and every officer of the company who knowingly and wilfully 
authorises or permits the default shall be liable to the like penalty. 

6. Register of contracts in which directors are interested. 

Section 91 A, sub-section (3). A register shall be kept by the 
company in which shall be entered particulars of all contracts or 
arrangements to which sub-section (1^ applies, and which shall 
l>e open to inspection by any member of the company at the 
registered office of the company during busine^ hours. 

Section 91 A (1) deals with disclosure of interest by directors. 

4 

7. Register of mortage and charges. 

vSection 123.* (1) Every company shall keep a register of 
mortgage and enter therein all mortgages and charges specifically 
affecting property of the company and all floating charges on the 
undertaking or on any property of the company, giving in each 
caSe a short description of the property mortgaged or charged, 
the amount of the mortgage or charge and (except in the case of 
securities to bearer) the names of the mortgagees or persons 
entitled thereto. ^ 

(2) If any director, manager or other officer of the company 
knowingly and wilfully authorises or permits the omission of any 
entry required to be made in pursuance of this section he shall be 
liable to a fine not exceeding five hundred rupees. 

'Hie book is of great importance to the creditors of the company, 
for they can see to what extent the assets of the company have 
been mortgaged or diaiged. In the absence of such a book the 
company could create, more than one floating charge over the 
same property,. without the fact being known to persons vitSlly 
interested in file matter. 

8. Register of Debratiire-holden. 

Section 125. (1) Every register of holders of debentures 
of a company ahaU, except when closed in accordance with tiie 
articles during such period or periods {not exceediig in the whole 
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tiiirty days in any year) as may be ^ecified in the articks, be 
open to the inspection of the registered holder of any such deben¬ 
tures, and of any holder of ^res in the ccnnpany, but subject 
to such reasonable restrictions as the compai^ may in general 
meeting impose, so that at least twb hours in edch day are 
appointed for inspection, and every such holder may require a 
of the register or any part thereof on payment of six amias 
' itJP every one hundred words or fractional part thereof required 
to be copied. 

(2) A copy of any trust-deed for securing any issue of deben¬ 
tures shall be forwarded to every holder of any such debentures 
at his request on payment in the case of a printed trust-deed of 
the sum of one rupee or such less sum as may be prescribed by 
the company, or, where the trust-deed has not been printed, on 
payment of six annas for*every one hundred words or fraction¬ 
al part thereof required to be copied. 

(3) If insi^ection is refused, or a copy is refused or not 
forwarded, the company shall be Jiable to a flue not exceeding 
fifty rupees, and to a further fine not exceeding twenty rupees 
for every day during which the refusal contfliues, and every 
-ifflcer of the company who knowingly authorises or permits the 
refusal shall incur the like penalty, and the Court may by order 
compel an immediate inspection of the register. 


STATISTICAL BOOKS 


In addition to the Statutory Books mentioned above, every 
company will find it necessary to maintain a set of books called 
the Statistical Books in wHich wiU be entered the numerous details 
connected with the business which cannot be conveniently 
recorded in tfie financial book. The Statistical Books are, 
therefore, kept in addition to the ordinary double entry books. 
The following Statistical Books are generally maintained : — 




'^«!r.4>plication and Allotments book—both for sliares and 
debentures; 

2. Cdl Books—^both for shares and debentures; 

3. Share Certificate Books; 

4. Register of Tmansfers ; ' 


6. Debenture interest book ; 
6. Dividend Books; 
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7. Directors * Attendance Book ; 

8. Agenda Book 

9. Register of debenture holders etc. 

1. Application and Allotments book. 

There is no standard ruling for the Application and Allotment 
Book, but it should be suitably ruled so as to contain column^ 
for, the names, addresses, occupation, number of shares appUed 
for, the amount paid on application and number of shares 
allotted. Other necessary details are the distinctive numbers 
of shares alloted, share ledger folio, amount due on application 
and allotment, cash paid etc. A column for remarks will also 
be useful. Where shares of various classes are issued, it would 
be necessary to maintain separate Application and Allotment 
Book for each class of shares, Ordinaiy, Preference etc. The 
Application and Allotment Book is totalled uj) and the total 
agreed with the amount in the financial book. 

Bach share must have a distinctive number. Different 
numbers are usually given to different classes of shares. 

2. CaU Book. 

In this case also there is no standard ruling, but the book 
is so devised as to contain the names and addresses of the share¬ 
holders, the numbers of shares held, the amount due from each 
share-holder in respect of the call etc, For each class of share, 
Ordinary, Preference etc., a separate Call Book is maintained. 

:i. Share Certificate Books. 

The company issues to its share-holders share certificates. 

A share certificate is a document showing that the person named 
therein, is the holder of so many shares in the company. The 
amount paid up is ako specified on the share certificate. Share 
certificates are usually made up in book form with perforations 
like cheques. When the certificate is issu^, full particulars of 
it are kept in the counter foil for reference. Section 108 of the 
Companies Act provides-^^ * 

Iwery company shall within three months after the allotment 
of any of its ^ares, debentures or debenture stock, and within * 
three months after the registration of the transfer of any such 
shares, debentures or debenture stock, complete and have ready 
for delivery the certificates of all shares, the debentures and the 
certificates of all debenture stock allotted or transferred, unless 



the condition of issue of the shares, debentures or debenture 
stuck otherwise provide. 

The importance of the slmre certificate as document of title 
can be gathered from Sectimi 29 whidb runs as— Certificate 
under the common seal of the company, specifying any shares 
or slock held by any member, shall be prima facie evidence of the 
^ title of the member to the shares or stock therein specified. Each 
'^hare certificate has a distinctive number which is recorded in 
the allotment book as well as in the share ledger. 

4. Register of Transfer. 

Company’s Articles require transfer of shares to be made by deed 
and any one wishing to transfer shares, must execute a transfer 
deed. Transfer of share must be stamped. Shares of popular 
companies change hands frequently, Therefore, large companies 
may have to maintain *a separate department and staff for the 
registration of share transfers. The register of transfer is a book 
ruled up for recordiugthefollowiug particulars, namely—theuames, 
addresses and occupations of both transferor and tmasferee, 
the number of shares transferred, their distinctive numbers and the 
•,k iiinount paid up therein, the date when the transfer was registered 
and the number of the new share certificate issued to the trans¬ 
feree. When a new share certificate is issued, the old share 
certificate will be cancelled. Register of transfer is some times 
kept with the share ledger. (I’ege 608-611) * 

5. Debenture Interest Book. 

This book is maintained to give particulars eadi half-year 
of the names of the dcbeiiture holders, the amount of debentures 
held, the gross amount of interest accrued due therein, the tax 
deductable and the netf interest payable to the debenture holders. 

6. Dividend Book. ^ 

This book should contain the names of the share-holders, the 
amount paid up oi; the shares held by each member, the gross 
amount of dividend due, the amount of tax, if any, deductable 

ithe net amount of -dividend pa]^able to each share-holder. 
Separate books are kept for the dividends on different cla^s of 
* shares. Ordinal)*, Preference etc. 

In the following example specimen rulings of the Statutory 
and Statistical books mentioned above will be found. Forms 
for Application for shares, Eetter of Allotment, Letter of regret 
and Call Notice have also been given 
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Example : 

The Bharat Tradit^ Co. Ltd., was registered with a capital 
of Rs. 1,00,000 divided into 6,000 Ordinary Shar^ of Ra. 10 
each and 6,000 Preference Shares (6 per cent) of Rs. 10 each. 
The Company was allowed power by its memorandum to issue 
Rs. 26,000, 6% Debentures in bonds of Rs. 100 each. The 
Company issued shares and debentures as under :— 

1. Ordinaiy Shares. 

On 1st April, 19— the Bharat Trading Co. Ltd., offered 
Ordinary Shares for public subscription payable Rs. 1-4 per 
share on application, Rs. 3-12 per share on allotment and the 
balance in calls not exceeding Rs. 2-8 per share. 

Allotments were made on 16th April, 19— in order of appli¬ 
cations and the shares were numbered from 1 upwards. No 
allotment was made to Mr. Prasad and his deposit was returned 
in full with Letter of Regret No. 1. The moneys due on allotment 
were payable by the 30th April, 19— by which date they were 
all received. Details of applications received and allotments 
made are given below : 


Namu 

Addrem 

Occupation 

No. of 
Shares 
applied 
for 

No. of 
Shares 
allotted 

1. Roy, Surendra 

3, Theatre Road 

Merchant. 

400 

200 


Calcutta 




2. Prasad, Rajdeo 

7, Chowringhee 
Calcutta. 

Landlord. 

50 

— 

3. Thomas, John 

Kulti, West 

Business. 

1200 

1000 


Bengal. 

« 



4. Chatterjee, 

101, Chitpore, 

Banker. 

2400 

2000 

Ramesh 

Calcutta. 

« 



6. Ganguly, 

8, ShambasSkr 

Clerk. 

600 

300 

Gobinda 

St. Calcutta. 




0. Sen, Sarat 

28, Clive St. 

Business. 

600 

600 


Calcutta. 

« 



7. Paiide, Protap 

6, Kalighat, 
Calcutta 

Professor. 

7 400 

200 

8. Ghose, Bepin 

DumDum, 

Calcutta. 

Doctor. 

600 

300 

9. Bose, Phani 

4, B.T. Road, 
Calcutta. 

Tailor. 

600 

600 



6660 

6000 




On 1st August, 19— the Directors of the Company made a 
first call of Rs. 2-8 per share on the Ordinary Shares. The call 
was payable by the 20th August and the following amounts were 
received :— 

No. of 


Date 

Name 

of Shares 

Amount 

^5th Aug* 19— 



Rs. 

- Ghose, Bepin 

300 

760 

5th Atig' 19- 

- Chatterjee, Ramesh 

2,000 

5,000 

11th Aug’ 19— Thomas, John 

1,000 

2,500 

13th Aug’ 19— Sen, Sarat 

500 

1,250 

16th Aug’ 19- 

- Paude, Protap 

200 

600 

15th Aug’ 19- 

■ Bose, Phani 

500 

1,260 

20th Aug’ 19- 

- Roy, Surendra 

200 

100 

20th Aug’ 19- 

- Ganguli,, Govinda 

300 

250 


Mr. Roy and Mr. Ganguli were allowed till 20th September 
to pay the balance plus interest at 6% on wliich date the sums 
due (including interest thereon) t^rere duly received. 

• 

% Preference Shares. 

The Bharat Trading Co., Dtd., offered to the public 5,000 
Preference Shares on 1st April 19.. payable as follow.s—Rs. 1-4 
per share on application, Rs. 3-12 per ^are on allotment a^d in 
calls not exceeding Rs. 2-8 per share. 


Applications were received and allotments made as under :— 



# 

No of 

No. of 


• 

shares 

shares 


. • 

applied for 

allotted 

3rd April 19— Sen, Rajat Kumar. 

Advocate, 3, Kalighat 
Roadf Calcutta. 

400 

200 

^7 

,, Datta, Sanjib. Grocer, ^ 

7, Mangoe'Ln. Calcnitta 

100 

Nil 

4th „ 

,, Jones, Edward. Business, 
17, Elgin Rd., Calcutta 

1200 

1000 

5th „ 

,, Das, Jotindra Mohan. 
Dentist, Intally, Calcutta. 

2000 

1600 

6tii „ 

„ Gupta, Promoda. Merchant, 
9, Give Street, Calcutta. 

400 

300 



No of No of 

shares shares 

applied for allotted 


8th „ 

,, Kar, Abani. Broker 




27, Bagmari Rd. Calcutta. 

100 

Nil. 

8th „ 

,, Varma, Sankar. Engineer, 

800 

500 


Asansol. 



8th ., 

,, Mukherjee, Rash Behari. 




Printer 1, Grant Lane, Cal. 

2000 

1400 


Deposits were returned in full with Letters of Regret Nos. 
2 and 3 to Datta and Kar. Allotments were made on 16th 
April, 19- in order of applications, the shares being numbered 
from l(KK)l upw^ards. The money due on allotnientti were payable 
by .‘loth A])ril by which date all moneys were received. 

(Jn 1st August, 19— the directors of the above Company 
made a lirst call of Rs. 2-8 per share, on the Preference Shares. 
The calls were payable by the 20tii August, 19---, and the follow¬ 
ing amounts w'ere received :— 




J^hares 

Rs. 

oth Aug’ 19— 

J^en, Rajat Kumar. 

200 

500 

7th ,, 

Gupta, Promoda. 

300 

1,500 

loth 

Mukherjee, Rash Behari. 

1400 

3,500 

17th 

Das, Jotindra Mohan. * 

1600 

4,000 

20th „ 

Jones, Edward. 

1000 

1,500 


Jones was allowed till 20th ^ptember 1*9— to pay tlie balance 
with interest at 5 per cent on which date the sum was received. 

No money was received from Varma and his shares were 
forfeited on the 30th Spetember. • 

3. Debentures. 

The Bharat Trading Co., Ltd., offered Rs. 25,000 5 per cent 
Debentures in bonds of Rs. 100 each for public subscription 
on 1st may 19 payable 60 per cent on application and 50 per 
cent on allotment. The debentures being numbered from 1001 
upwrards, applications were received and allotments made as 
under :— 



$7d 



No. dP Debentures 

Distinctive 

Date Name 

applied 

allotted. 

Numbers 


for 


From 

m 

to 

May 4 Jain, Mangal Chand 

100 

75 

1001 

101 

,, 6 Bose, Harendra Nath 

35 

25 

1076 

IK 

L „ „ Chanda, Chandi Charan 5 

Nil 

Nil 

Ni 

*> f y 7 Abdul Rahim 

25 

20 

1101 

112 

,, 11 Paul, Nirmal 

35 

25 

1121 

ID 

,, „ Singh, Rauabir 

25 

20 

1146 

IK 

,, 14 Banerjee, Gour 

40 

25 

1166 

IK 

,, „ Roy. Anil 

80 

GO 

1191 

12£ 

„ ,, vSarma, Santi 

5 

Nil 

Nil 

Nil 


No allotmeuts were made to Chanda and Sarma whose deposi 
were returned in full .with Letters of Regret Nos. 4 and 
Allotmeuts were made on 21st May in order of application 
The money due on allotment were payable by 1st June 19— c 
which date all moneys were duly received. 


4. The following transfers of Ordinary Shares were mad 
ai)proved and duly registered in tbe books of the Company :— 
20th October, ID-- 300 shares (Nos. 201—500) from Jo! 
Thomas to Sarat Sen. 

20th October, 19—50 shares (Nos. 1201—1250) from Karnes 
Chatterjee to Sarat Sen. . • 


5. The following transfers of Preference Shares were mad 
approved and duly registered in the books of the Company 

9th November, 19^—* 100 shares (from 10201—10300) fro: 
Edward Jones to Promoda Gupta. 

16th November, Ml— 100 shares (from 13601—13700) froi 
Rash Behari Mukherjee to PronwJda Gupta. 

6 . The following transfers of Debentures were made, approve 
and duly registered in the books of the company. 

3rd December *19— 30 Deljentures (from 1001—1030) froj 
Chand Jain to Anil Roy. • 

*23rd December 19— 25 Debentures (from 1031—1055) froi 
• Mangal Chand Jain to Harendra^ Nath Bose. 

Write up the Share Application and Allotment Books, Ca 
Books, Subsidiary Cash Books, Register of Share>bolders, Debei 
ture Application and Allotment Books, Register of Debentun 
holders and Register of Transfers. 





THE BHARAT TRADING CO., VtD, 
(Form of Application for Shares). 


No 


The Directors, 

The Bharat Trading Co., Ltd., 
8-A, Lall Bazar Street, 
Calcutta. 


Gentlemen, 

Having paid the Company's Bankers the sum of Rs 


being a deposit of Rs.per share on 


Ordinary 

Preference 


sliares 


applied for by me in the above-named company, I hereby request 
you to allot these to me in terms of the company’s Prospectus 

dated . I agree to accept the same or any smaller 

number that may be allotted to me,‘^aiid I agree to pay the further 
instalments as provided by the said Prospectus, and I authorise 
you to register me as the holder of the said shares. 


Name (in full) . Signature 

Address. 

Occupation.Date 


THE BHARAT TRADING COMPANY, LIMITED. 

(Banker’s Receipt;. 


No. 

Received this.day of.s. 

from.L... .the sum of 

Rupees. 


being the application deposit of Rs.per share on 


Ordinary 

Preference 


shares of Rs. 


4 


Rs 


4 . 

each in the above-named company. 

For The Calcutta Bank Ltd. 

Cashier. 


[This receipt, when returned from the Bankers, must be 
preserved by the applicant for exchange in due course for Sham 
Certificate.] 
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THE BHARAT TRADING COMPANY LIMITED 

of Allotment) 

No. 8>A, Lall Bazar Street, 

Calcutta, 

Sir, 

I am instructed by the Directors to inform you that in 
accordance with your application they have allotted to you. 

Ordinary , . 

= 7 —;- shares in the company. 

Preference 

The amount payable on application and allotment in 

respect of the said shares is .. Rs. 

You have paid on application .. Rs. 


Leaving a balance due from you of Rs 


which kindly pay to the Company’s Bankers, the Calcutta Bank 

Limited, on or before the.instant. 

Yours faithfully, 


To 


Secretary. 

[This form must be sent entire, together with remittance, 
to the Company's Bankers. 

THE BHARAT .TRADING COMPANY LIMITED 
(Banker’s Receipt). 

No. • 

Received this.day of. 

from . 

the sum of Rupees. 

being.per share payable on allotment of. 

V. shares of Rs.each in the above-named company 

.preference 

For the Calcutta Bank Ltd, 

Rs. Ca^er. 

[This receipt, when returned from the Bankers, mast be 
preserved for exchange in due course for Share Certificate.] 
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THE BHARAT TRADING CO., LTD. 
(lyctter of Regret) 


H-A, Eall Bazar Street, 
Calcutta, 


Sir, 

In response to your application for shares in the above 
Company, I am instructed to inform you that owing to over¬ 
subscription of same, the Directors regret they are unable to allot 
you any of the shares of this Company. 

A checpie of Rs.being the amount deposited by you on 

aj)plicatiou for the said shares is herewith enclosed, and I shall 
be obliged if you will sign and retuni the Receipt at the foot of 
this form. 


To 


Yours faithfully. 
Secretary. 


No. 


THE BHARAT TRADING CO., LTD. 
(Receipt) * 


Date. 


Received from the Bharat Trading Company, Eimited, \ 

the sum of Rs. 

being refund of the amount deposited by me on application for 
shares in the above Company not allots. 


Rs. 


Signature. 
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THE BHAEAT trading COMPANY LIMITED 

(Call Notice). 

FIRST CALL of Rupees.per share on ORDINARY SH ARX^ 

(making Rs.per share called up) 

« 

iNo. 8-A, Lall Bazar Street, 

Calcutta, 

Sir. 

I beg to give you notice that a First Call of Rs. 

per share on the Ordinary Shares has been made this day by the 
Board of Directors in accordance with the terms of Prosepctus. 

The amount of Call payable by you in respect of. 

Sliares held by you in this Company is Rs.and I have to 

request you to be good.enough to pay this sum to the Coinapiiy’s 
Bankers, the Calcutta Bank Ltd, on or before the.instant. 

To .^ Yours faithfully, 

. • Secretary. 

[This form must be sent entire, together with remittance, 
to the Company's Bankers.] 

THE BHARAT TRADING COMPANY, LIMITED 
(Bankers’ Receipt). 

No. 


Received this..day of 


from... 

the sum of Rupees. 

being Rs.per share payable on First Call on 

^dinary Shares in the above Compginy. 

V 


For the Calcutta Bank Limited, 


Rs. 


Cashier. 


[This receipt, when returned from the Bankers, must be 
preseved for exchange in due course for Share Certificate.] 
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h 

s 

® s 
6 '« 
S? ** 


Application and Allotjment ^ok~ 


Name 


Address 


Occupation 


No. 


of ! 
shares : 
applied; 
for 


Amount 
paid on 
applica¬ 
tion 


No. 

of 

SharesI 

allot¬ 

ted 



- - — 

1 



-- 


-f - 

1 

Surimdra R 03 ' 

*3, Theatre Road, (Jal. 

Merchant 

400 

500i 0 

0 

200 : 

2 

Rajdoo Prosad 

7,Chowringhee, Cal. 

Landlord 

50 

62 8 


Nil! 

S 

John Thomas 

Kulti, West Bengal 

Business 

1,200 

1,600 0 

0 

i,oou| 

4 

Romrab Cbattorjoe 

101 , Clut|Mre, Cal 

Banker 

2,400 

3,000 0 

01 

2.0001 

5 

Gobinda Ganguly 

8 ,S^mbazar Bt., Cal. 

Clerk 

500 

625 0 

o’ 

300| 

6 

ISorat Son 

28, Clive Street, Cal. 

Business 

600 

760 0 

0 ! 

600; 

7 

Protap Paiide 

5, Kalighat, Calcutta 

Professor 

400 

600, 0 

0| 

200; 

8 - 

Bepin Ghosc 

Durn Dum, Calcutta 

Doctor 

500 

626; 0 

o' 

300 


Phani Rose 

4, B. T. Road, Gal. 

Tailor 

000' 

1 

760| 0 

0, 

500; 





6,05O| 

8,312 8 

) 


6 , 000 ; 


30 Shareholders' Cash Book— 

Dr. 


i ' ! ' ■ 

Date I Receipts i S.L. ' Ra. la lit < 

I i . i ! , 


19— 

, 


1 


» 


April 3 .T 0 Application A/c 


i 




.. 3 

. „ Roy, Snrendra 

■ • • • 

! 20 

600 

0 

i 

„ 6’ „ Prosad, Rajdco 

• * • « 


62 

8 

i 

„ 6, „ Thomas, John 

• • ■ * 

21 

1,600 

0 

i 

» fi 

„ Chatierjee, Romesh 

« • • • 

22 

3.000 

0 

0 

„ 6, „ Ganguly, Gobinda 

• • • • 

23 

I 625 0 

0 

8 

; „ Sen. Sarat 

• ■ • • 

24 

1 760l 0 

0 

„ 8' „ Pande, Protap 

« • • • 

26 

1 600 ; 0 

0 

.. 8 

„ Ghose, Bepin 

• » • » 

26 

1 626 

0 

0 

» 3 

„ Boso, Phani 

« * * 

27 

760i 0 

1 1 

0 , 



« 

* 


8,312| 8 

o| 

19— 




1 


"1 

i 

April 16 

To Balance 

• a « • 

b/d 

8,260' 0 

0 ! 

„ 20 

„ Allotment A/c 

t 




t 

„ 20 

„ Bdy, Surendra 

• • e ♦, 

20 

600 

0 

0 

„ 20 

„ Thomas, Jcdin 


21 

3,600 

0 

0 

» 20 

„ Chatterjap, Bomeah 

• « • • 

22 

7,000 

6 

0 

2S 

„ Qaagidy, l^binda 

• « • « 

23 

876, 

0 

0 

» 24 

„ Sea, Ssftdi 

• s • • 

24 

1,760 

0 


.. 27 

„ Panda, Protap 


25 

600 

0 


» 27 

„ OHose, Bepaa 


26 

876 

0 

0 

„ 30 

„ Bose, 


27 

1,760 

0 

o| 



i 

1 


26,000 

0 

I 
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Ordinary Shares. 


Payments 


19— 

April 16 By AppUoation A/o 
„ Prasad, Bajjdeo 
„ Balance 


April 30 By Transfer to Gsneial Oash Book 


6.L 

Folio 


C di2 

.. e/d 8,260 


26,000 0 0 


MjOOO] 0| 0 


46 



























so Application and Allotoient Book- 


1 

■sj 

Naxs 

AnoBasa 

Oeenpa* 

Mon 

•st 

Anunist - 
paid on 
applioa* 

tion 

■ 

Ko. 

df 

shares 
allot* 1 
ted j 

1 

Ben, Eiuat kumar 
Sanjib 

3, Kalighat R<»d, Cai. 

Advocate 

Bi 


0 


Ml 

2 

7, h^Bore Road, Cal. 

Grocer 


125 

0 


3 

Jones, Edward 

19, ]&gin Road, Cal. 

Business 


■rw 

0 



4 

Das, Jotindra mohan 

Entally, Calcutta. 

Dentist 



0 

I 


6 

Gapts, Promoda 

9, Clive Steet, Cal. 

Merchant 

Hew 

600 

0 


6 

Kar, Abani 

27, fiagmari Road, Cal. 

Broker 


126 

0 


7 

Varma, Sankar 

Asansol. 

Engineer 



0 



8 

Mokherjee, Rash 
Bebari 

1. Grant Lane, Cid. 

Printer 

2,000 



I 

1,400 




t 

7,000 

a 


0 

_ 

6,000 

' 


Shareholders' Cash Book— 

1 '*^ 





















Piefetenoe Sliares 


Diatinotiva 

Nombm 

1 

»4 

OQ 

Amoont 
due on 

Bidanoe 

From 

To 

mm 

|gg 

d 

ten 

t 

AUotz 

neni 


H 

201 

|H 

1 

I 


i 



ES 



E 

3,600 

E 

11^1 

iWCW 

203 

■jyTjV 






iQQ 


■m 

G 

G 


G 

13,101 




E 

E 


E 

13,601 

qH 



E 

E 


1 




H 

1 


B 



^Preference Shares 


Date 

Payments 

19— 
April 16 
»► 1^ 
16 

M 16 

By Apjdioation A/o 
„ Dntta, Saiqib 
„ ELar, Abani 
„ Balanoe 


19— I 
April SOjBy 


Tmiufer to Qeneral Cash Bocdi 


la- 


50 


Cash paid 
on 

Allotment 

Caib 

letumad 

No. 

of 

share 

oerti- 

fioate 

Rnuaics 



1 










0 

G 


Letter of 

3,600 

0 

0 





Reoret 








No. 2. 

1,000 

G 

Gi 









126 

G 

G 


lietter of 


0 

G 





Regret 








No. 3 

4,600 

G 

0 






gg 

1 

1 

260 

_ 

0 

0 




70 

Cr. 


i 

Folio 

Ps. 

• 

a 

p 

• e 

0 

126 

0 

0 

a • 

0 

126 

G 

0 

• e 

o/d 

8,600 


0 


► 

8,760 

i 

0 

e • 

1 

! 

25,000 

i 

0 

0 



26,000 

1 

3 


26 , 
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Call Book— 
First Call of Rs. 2-8 per 


BX. 

FoUo 

Nams 

AOPBS98 

.. - 


Amonn 

due 

kt 

20 

Roy, Sowodni 

3, Thaaita Road Oaloutta 

200 

■■ 

» 

0 d 

21 

niomM, Jobn 

KuHi, Waat Bengal 

1,000 


0 

0 

22 

ChAttarjee, Bomeah 

101, Qii^pcna^ (Montta 

2,000 


0 

0 

23 

Ganguly, Qobinda 

8, Shambaaar Sttaet, OaL 

300 


0 

0 

24 

Sam, Sarot 

2k C3iva Siaet, Calcutta 



0 

0 

25 

Panda, Protap 

5. Kali^iat, G^utta 



0 

0 

26 

Ohoae, Bepin 

Dam Dam, Oalontta 



0 

0 

27 

Bose, Phani 

4. B. T. R^, Calcutta 

500 

1,250 

0 

0 



ft 

6,000 

12,000| 0 ol 

1 * • 

I : i 


Call Book— 
First Call of Rs. 2-8 


6.L. 

Folio 

L ! 

1 

Na«« Addbess 

-. 1 _ .. 

No. of 
Shares 
held 

Amount due 

■ y 

201 

202 

203 

204 
206 
306 

t 

\ 

Sen, Rajat Kumar js, Kalighat Boad«Calcutta 

Jonea, Edward 19, Elgin Road, Calcutta 

Daa, Jotindramoban Entally, Calcutta 

Ghii^ Promoda 9, Cliva Street, Calou^ 

Varma, Sankar AaanaQl 

Makberjae, Raab Behari 1,Grant Lane, Calcutta 

! 

i 

! 

1 


ooooo© 

0 

0 

0 

0 

ol 

j 

i 

12 . 600 ! 0 
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Ordinary Shares IS 

Share made on 1st August 19— and payable by 20th Aug. 19— 



►Preference Shares , 75 

I)er Share made cm 1st August 19— payable by 20th August 19— 


1 Amount 

1 Paid 

1 

i 

i _ • 

A 


G4U 

• 

RSMABSe 

Amount 

Days 

Intel 

reet 

Advice 

► 

1 

BOO 

1.500 

4,000 

1,600 

3,600 



1,000 

1,250 



31 

•si 

• 

4 

5 

8 

* 

0 

8 

760 

0 

0 

1 

Paid fiept; 80th. 

Subject to 6% intareat. 
Not paid, f<meited 

» 

11,000 

i 

1 

2,260 

HHi 



9 

7 

0 

760 

1 

1 

















Shateholders* Cash Book (Ordinary Shares) 


586 




Shareholder’s Cash Book (Preference Shares) 


S87 




20 


Name :—Roy, Surendra 

AddteM :—3, Theatre Rood, Caieatta 


Register of Members ai:i4. Share 

Ooenpation r—Mendiant 


Cadi Account 


Date Partioulare 


IS— 

Apr. 16 To Apjd. and 
Allotment 


Aug. 1 „ FintiCail |16 

Sep. 20 „ Interest ' 



Date 

Particulars 

19— 
Apr. 3 

1 

„ 20 

9» 

Aug.20 

By Cash 


99 >9 


„ (Interest) 


Total 
Amount 
paid np 



Name :—^Thoma^ John 
Address :—Kulti, West Bengal 


19 — 

Apr. 16 To Appl. and 
Allotment 


Ooenpation :—^Business 


Aug. li „ First Call 



19— 

Apr. 6 By Cash 

>1 2® I,. „ 



An|[.ll l^'Caah 31 2500 































m 


]>dlger (Chdbaiy Sbaies) 


m 


Dkte entered m » member :—^A|irU 16feh. 19—. 
Date ceaaed to be a membw :~ 


Share Aocooat. 


1 

-j 


Sfaaxes Acquired 


Shares Tmnsferced 


Balanoe 


Date 


'•s 


Distino* 

tire 

iNambers 


Amotmt 
ptdd up 


Date 




I 


•ef 

mm 


Distiae* 

tive 

iNumbera 


I 




Amottnt 
paid op 


•Bg 

cSJS 

'iSix 


Amount 
paid up 


j 10 — 
! Apr. 10 


1 


2i 20& 


200 






500 



Name Oanguly, Qobiada. 

Address 8. Shambazar Street. Calcutta. 


Occupation :—Clerk. 
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Ledger (Otdinitty Shares) 22 

Date eatered as a member :—April ISth. 19— 

Date ceased to be a member :— 

Share Account. 


t ' 


r- 


Sluures Aoqnired 


Shares of Transferred 


Balance 


1 


Date 






Distinc¬ 

tive 

iNambers 


I 




Amount 

paid 

np 


Date 


I 


1 

kino> 

ve 

bers 

1 

» 

To 


Amount 

paid 

up 


Amount 

paid 

up 


19— 

Apr.l6 


I 

t 

2 I 2 OOOI 


12013200! 


I 


2000110000 

!2000|16000| 


19H 

Oct. 20 


131 


50I12OI 


1269 


376 


0 


0|l950|l4626i 


I ! 


. 23 

Date entered as a member :—April 16th 19— 

Date ceased to be a member :— 








N»me ;-<SeD, Sarat 

AddreM :—28, dire Streei, CaloulU. 


Register of Members and Share 

Ooottpaiioii:—Busiiiesif. 


Cash Account. 



Name :—Pande, Protap, 

AddreM ;—6, Kalighat, Calcutta. 


Occupation:—^Profeasor. 
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Ledger.—(Oidiaiiirf Sbfties) 34 

Ilate e&tned m a mraiber:—^April letb, 19—. 

Pate oeaaed to be a mraiber :— 


Share Aeconnt 




I Date 


Share Aeqaired 


Folio 


19— 
Apr. 16 
Oot.90 

. 20i 


2 

R. T. 

131 
R. T. 
131 


I 

QQ 

•s 




soul 

I 

300 

60 


• i 

V 


1 


Distine- 

tive 

Xamben 


fl 




3501 


4000 


201 500 

i 

1201:1250 


Sbue of Traoeferred 


Amount 
paid j 
up I « 

i(5 


2250| 

376 


oi o; 

1 i 

0; O' 


I 




Dietino. 

kive 

Numben 

1 

a 


S 

o 

u* 

H 


Amotmt 

paid 

up 


Balance 


•8 

5^ 


600 

600 

850 


Amount 

paid 

up 


2500 

3750 

6375 


25 

Date entered as a member :—Ap^ji 16th, 19— 

Date ceased to be a member :— 







26 


m 


Register of Members and Share 

Name :—Qhose, Bepin, Oooopetton*I>ootor. 

Addreae :—Dum Dum, Caloatta. 

Dr. Cash Account. Cr. 
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l^edgier—(OrdutasysBliate^. .26 

Date eirterad ae a member :~Ai>ril 16th, 19— 

Date oeasod to be a member :— 

Share Account 



27 

D<vto entered as a member :—A^>ril I6th, 19— 

Date ceased to be a member :— 









201 


090 

Rc 


Ntime : Sen, Rajat Kumar, 

Addreas : 3, Kalighat Boad, Calcutta 

Dr. Cash.Aco 


Date 

Particulars 

o 

1 

i 

i 

1 

i 

1 

t 

Amount 1 
called up ! 
per share | 

i 

! ! 

1 1 

1 

Total 
Amount 
called up 

19— 

Apr.16 

To Appt. and 
Allot. 

.'SO 

t 

1 3I 0 

; 

0 

J 

1000 

1 





1 ; 

i 

1 1000 

1 


i 

Ang. 1 

To Pi rat Call 

73 

i 

1 

1 1 

1 

! 

0| 500| 

i 1 

1 

1 
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Name ; Jonea, Edward, 

Addles : 19, Elgin Road. Calcutta 


19-“ 

Apr.l6{ 


Aug. Ij 
ISt‘p.20! 


To Appl. and 

i 

1 

! 

I 

1 

i ; 


Allot. 

150 

1 

6; 0 

i 

1 


1 



1 

» 

' 1 
1 ( 

1 1 

6000! 0 

' i 

E 

To First Call 

76 

1 

f 

2! 8 

1 

mamm 

1 

„ Interest 

76 

1 

1 

1 


4; 3 

' 1 

u 


2r>04 3 


of Members and SItare 

Oeeupation : Advocate 


sunt. Cr. 


i 

i 

i 

i 

1 

I Date 

j 

Particulani 

e 

1 

1 

1 

Total 
Amount 
paid up 

19“ 





1 

1 

: Apr. 3 

By Cash 

70 

600 

0 

0 ! 

1 „ 20 

, M »» 

70 

500 

0 

0 




1000 

. 

0 

0 

1 

Aug. 6 

By Cash 

00 

/m 




Occupation : Bnainesa 


19— 




i 

1 

1 

1 

1 

Apr. 4 

By Cash 

70 

1.500 

K 

0 

„ 29 

.. .. 

70 

3500 

E 

!0 


1 

fi 


6000 

E 

£ 

Aug.20 

By Cash 

71 

1600 

E 

I 


ff 39 

71 

1000 

E 

MO 


„ (Interest) 

71 

4 

3 

6 




2504 

3 

6 

! 

1 

( 

! 
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I^ger (Preference Shares) 

Date entered aa a member :—April 16th 19— 

Date ceased to be a member :— 

Share Account 


Shares Acquired 


Shares Transferred 


bive! I ' 3 iDistinotive 

era ; | o .S i Nambers 

-Amount Date!^ --- 

I paid up 0| g I 

^ : ! tii I ! H 


Balance 


Amount ® ■ Amount 
paid up o I paid, up 
d 

i 



47 
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Name : Das, Jotindm Mohan. 
Addiess : Bntally. Galontta 


Register of Membexs and Share 

Ooocpation : Dentist 


Cash Account 


Amoant Total Total 

Date Partioalars called up Amount Date Partionlars a Amount 

per share called up paid up 


10 — 
Apr Id 


Aug. 1 



19 — 
Apr. 5 
27 


Aug 17 



Name :—^Oupta, Promoda, 

Address 0, Clive Street, Calcutta. 


Occupation:—Merchant. 
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ledger—(Pxefexence Shares) 203 

Date entered as a member : April 16th 10— 

Date ceased to be a member : 


Share Account 




Shares Acquired 


Date 


I 


•S 

•s 

il 


From 


DistinO' 

tive 

Numbers 


To 


Amount 

I>aid 

up 


Shares Transferred 


Date 


Distinc¬ 

tive 

Numbers 


Amount 

paid 

up 


Balance 


I 

I 


{| 


Amount 

paid 

up 


10 — 
Apr 161 


50 


1600 


11201 


12800^ 


204 


Date entered as a member : Apsil 10th 19— 
Date ceased to be a member : 


19— 
Apr 161 
Nov. 9' 

. 16 | 


501 
R.T 
231 
231 




300 

100 

100 


12801 

10201 

13601 


13100 

10300 

13700 


750 

750 


300 

300 

400 

600: 


1600 

2260 

3000 

3760 




600 


206 


NameVamu, Sonkar. 
Addreaa:—^Aaanaol, 


Register of Members and Share 

Occupation :—Engineer. 


Dr, 


Ca^ Account 


Cr, 


I I 


Date 


Amount' Total 

Particulars called up Amount 
; per share called up 


il 


19- I ; ' 

Apr.l6To Appl. and . 

Allot. SO 


Aug. 1 

Nep. 2 ()| 


To First cull 
, Interest 


:75j 

!. 

75 


I t 


0 0 2500! U 0 


2 r)Oo; 


8 0 1250: 


0, 01 


0 0 
u 


Total 

Date i Particulars : Amount 

I paid up 




10 — 

Apr. 8 By cash 

*t ^ Jf 


70 1000' 0 0 

70' 1600 0 0 

I , 

2.500 0 0 


Sop. 50 !By Share 

Capital : 1250 0 0 

„ „ ! „ Interest 

Account a 4 


206 

Name :—^Mnkharjee, Rash Behari, 
Address : —1, Grant Lane, Calcutta. 


Occujmtuin -Printer. 


10— ( I : ■ 

Apr.lCiTo Appl. and I i ' . ■ 

' Allot. 60 5 0. o; :fD00> 0 0 


Ang. 1 


7000i 0, d 


iTo First call 75 2 8 0 8500 O; 0 


19— : 

Apr. 1 !By cosh 
.. 29 „ 


Ang. 10 B} oash 


70 2600 0 0 
70 4500; O' 0 

7000 0 0 


71 .8500 0 0 
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lyedger.—(Preference Shares). 

Date entered as a member :—^April 10th, 19— 
Date ceased to be a member ;— 

Share Account 


Shares Acquired i 


„ i Distino- 
S j tire 

J I Numbers Amount 

CO I-paid 

I O I ' up 

! o* ^'rom To I 


Shares Transferred 

J Distino- 
live 

Numbers Amount 

eo —--— paid 

o *8 up 

=a o* From To 
SZ!! 


Balance 


Amount 

paid 

up 



Apr.16 50:1400,1360115000 


1400 


1400 7000 
140010600 


|Not 16;231'100;13601.13700750| 0 0jl300| 6760 
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125 Debenture Application and 


No. of 
AppU- 
oation 

Namb 

Address 

Occupation 

■p" 

"S 5 

li 

Amount 
Paid on 
Application 

1 

Join, Mangal Chand 

12, Rupert Street, Cal. 

Broker 



0 

0 

2 

Bose, Harendra Nath 

3, Bhamlal Street, CaL 

Solicitor 

36 



0 

3 

Chanda, Ghandi Charan 

73, Jacheon Street, (hil. 

Actuary 

6 



0 

4 

Abdul l^him 

17, Jhowtala Street, Cal. 

Tailor 

26 

1.260 


0 

5 

Paul, Nirmal 

4, Clive Bow, Calcutta 

Accountant 

36 



0 

6 

Singh, Ranabir 

Marcus Square, Cal. 

Engineer 

26 


0 

0 

7 

Banorjee, Oour 

13, Central Avenue, 

Oentleman 



0 

0 



Deoghar 






8 

Roy, Anil 

9, College Bow, Banaras 

Professor 



0 

0 

9 

Sanna, Santi 

Bankipur, Patna 

Cashier 

6 

250 

I 

0 





g 

mm 

0 

a 


I 

1^1 Debenture Holders 

Dr. 


Date 

Beoeipts 





Bs. 

a 

p 

19.. 
May 4 

M 4 

To Application A/o 

„ Jain Mangal 
chand 

• • 

• « 

« • 

260 

■ 

1 

0 

6 

Bose, Harendra 

Nath 

* « 


* e 

261 


I 

i 

M 6 

„ Chanda, 

(Suuidicharan 

e s 

• • 


C 

IDI 

■ 

0 

„ 7 

„ Abdul Bahim 

• S 

• • 


262 


0 

0 

M 11 

„ Paul, Nirmal 

• s 

• • 





0 

11 

„ Singh, Banbir 

• • 

.. 

• • 

264 



0 

» 14 

„ Banerjfl, Gknir 

• s 

» • 

• • 

266 

KiTrW 

ft 

0 

» 14 

„ Boy, Anil 

• « 

» a 

• • 

266 


ift 

0 

14 

„ Sanaa, Santi 

• « 

• • 


C 


ft 

0 

May 
„■ 27 
.. 27 

„ Allotment A/c 
„ Banerjee, Gour 

• • 

S • 

• 

• 4 


■1 

1 

R 

29 

„ Boy, Anil ‘ 

« • 


• 9 

266 


0 

0 

29 

„ Abdul Bshim 

• e 

• • 

m • 

262 

760 

0 

0 

30 

„ Jain, Mangal 

Chi^ 

• • 

« 

• • 

Hi 


0 

0 

.> 30 

„ Bose, Harendra 

Nath 

• « 

• e 

• * 

261 

760 

■ 

■ 

June 1 

„ Paul, Nirmal 

• • 

t * 

• • 



ft 


» 1 

M Singh Banabir 

a • 

• • 

e • 

264 

m 

E 








m 

1 

1 

























603 


Allotment Bode 


126 


( No. of 
I Deben- 
toree 
allotted 


^4 76 

n 26 


From To 




Amount 

due on Balanoe 
Applioatiim due on 
mid Allotment 

Allotment 


Cosh 
Mid on 
AUotmmit 


Caah 

returned 




0 0 Letter of 
Bngret no 
4. 


0 0 Letter of 
Bngret 
No. 5 


Ca^ Book 


Payments 


Bs. a p 


May'21 By CSiand^ 

Chandi Oharaa 
„ 21 „ Sam^ 

Santi 

June 1 „ TransfiM’ to 

I I Qeneral Cash 

! I Book 


C 
C 




25,600 































Register of Debenture Holders 


604 










605 



7501 0 0; 






K^sier 01 ueoenture Moiaets 


606 









Register of Debenture Holders 


607 






















No. of Transfer 


131 


; l>ate 
I Trans* 
i for 
B^is* 
I tered 


Name 


Transferor 


Register of Transfers 


Address Occupation , ^ Name 


1 19 —' 

i;oct.2o; 
2 „ 20 


21lThomas, John Knlti, West Bengal Business 24 Son, Sarat 
22;Chatterjee, 101 Chitpur, Banker. 24 Sen, Sarat 

‘ Romeah . Calcutta ' 


"I Bate f 


Transferor 


Register of Transfers 



1 Nov. 9 


Jones, Edward 19, Elgin Boad [ Business ! 204| Qnpta, 
Mukherjee Bash j Calcutta [ Printer ; Promoda 

Behari. ' I, Grant Lane, ' 204; Gupta, 

i Calcutta I Promoda 


i 


I 


1 




600 



28, Clive Street, j Business 


Caloiitta ; 

28, Clive Street, i Business 
C-aicutta 


300| 201j TiOO, 

60| 120li 1250i 


2250: Oi Oi 


376i O: Oj 


(Preference Shares) 



Shares Transferred 


Occupati^ I Ko.l 


I Distinoiive 
i Numbers 


—4 — - 


Remarks 


-! Amount *g «! 
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331 Debenture Transfer 


No. of Ttaaafer I 

P 

Tiuiifecor 


1 

4 

Q 

Name 

AddieM 

Oooopation 

D. L. Folio 

Name . 


19— 







1 

Deo. 3 

230 

Jain, Mangal 

12, Rupert Street, 

Broker 

256 

Roy, Anil 




Ghand 

Oaleutto 




2 

.. 23 

2S0 

Jain, lAangal 

Do 

Do 

261 

Bose, 




Chand 




Hi^ndra 





< 

1 



Nath 













Register 


381 










Chapter xn 


SINGLE ENTRY, RECEIPTS AND PAYMENTS ACCOUNT: 
INCOME AND EXPENDITURE ACCOUNT : 

Single Entry 

Single Entry implies a method of Book-Keeping by whidi only 
personal accounts in connection with purchases and sales are 
kept, in addition to the Cash Book. In so far as the ledger postings 
are made in the personal accounts in connection with the pur^ 
chases and sales from the subsidiary books and from the Cash 
Book, it follows the system of double entry Book Keeping. But 
the total postings from the subsidiary books are not made in the 
ledger. Therefore, in the purchases as well as in the sales side, 
only one aspect of the transactions are recorded. Postings from 
the Ca^h Book to the fk*neral Ledger afe not made under Single 
Entry ’ method. Impersonal accounts and Nominal accounts 
are on the whole absent. Single Entry method, therefore, does 
not follow any system. It is, in fact, a mixture of single entry, 
double entry and no entry. 

f 

Disadvantages of Single Entry: 

1. Single Entry presents a partial and incomplete rc‘cord 
of a transaction as it ignores the tw'o-fold effect of the 
transaction. 

2. A.S the real or property accounts are not maintained, no 

^, • information can be obtained from the ledger regarding t he 

assets of the business. 

:i. Due to the absence of nominal accounts in the general 
ledger it is not possibe to get any indication as to the gains 
and losses of the business. Comparison of business results 
from year to year is, therefore, not possible. As most of 
the items have oue-sided records only, a trial balance cannot 
be taken out. Therefore, even the arithmetical accuracy 
of the books of accounts cannot be tested. In the absence 
of the ledger accounts of the assets, it is not possible to 
prepare a dependable Statement of Affairs. 

I 

« 

Ascertaining profit or loss under Single Entry : 

As a Profit and Loss Account cannot be prepared under Single 
Entry system, the result of the year’s trading has to be ascer¬ 
tained by some other device. If the capital of the concern is 
ascertained on two specified dates, and if it is found that the 
capital on the latter date has increased from the capital on the 
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earlier date, that increase would be the profit of the period. 
In the same way, if the capital has decreased, then the business 
has sustained loss equal to the amount of the decrease. Allow¬ 
ance, of course, shall have to be made for additions or withdrawals 
of capital during the period. So also adjustment will be neces¬ 
sary for any drawings made during the period. The additions to 
^apital that might have been made during the period shall have to 
be deducted from the closing capital in order to ascertain w'hat 
increase there had been due to profit. The drawings, if any, shall 
have to be added to the capital at the end in order to ascertain 
the increase from the initial period. 

The capital of a concern is the excess of assets over the 
liabilities. Therefore, to find out the capital at the different 
dates, it will be necessary to draw up Statement of Affairs of the 
concern. The preparation of the Statement of Affairs may not 
always be an easy matter for the simple reason that most of the 
informations regarding the assets and liabilities do not appear in 
the books. The Cash Book shall have to be carefully scrutinised to 
find out what fixed assets such as furniture, fixtures etc. have 
been acquired during the period, <The Cash Dbok should be added 
f\ip and the balance obtained. The cash and bank balances must be 
reconciled. List of debars and creditors shall have Ao be pre¬ 
pared. Outstanding liabilities at the closing day a^tref l no 
accrued income if any, shall have to be ascertained. CCc'rs^ 
informations regarding all these shall have to be obtained by 
enquiries and investigations. After the assets and liabilities 
are taken into the Statement of Affairs, the balancing figure— 
if the total assets exceed the total liabilities—is the capital of 
the concern on that date. In the same way, a second Statement 
of Affairs on the opening day shalU have to be prepared. 

Convertion of books from Single Entry to Double Entry: 

In order to convert books of accounts from Single Entry to 
Double Entry, it is necessary to prepare the Statement of Affairs 
aUthe commencement of tjie period. Having done that the assets 
b'jibilities and the capital (the balancing figure) from the 
•Statement of Affairs are brought into books by means of a Journal 
Entr>'. Assets accounts, such as Plant and Machinery, Furni¬ 
ture etc. are opened in the General Ledger and debited with the 
figures from the Statement of Affairs. It will be necessary to 
check up the list of debtors and creditors with the balances of the 
accounts in the Sales Ledger and Purchase Ledger. The Capital 
48 
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account will be opeiiedand credited with the amount as ascertained 
from the Statement of Affairs. The books will now be on Double 
luitry system. Subsidiary books, such as the Purchase Day Book 
aiicl the Sales Day Book will be added up and the totals posted 
to the Purchases and Sales Accounts in the General I^edger. Totals 
of tlie Purchases Returns and Sales Returns Books will also be 
j>osted. In the Cash Book, it will be found that several items have 
not been posted to the General Ledger. These will be items of 
imj)ersonal nature such as wages, rent etc., as well as expenses of 
capital nature. These .shall have to be posted in the proper 
ac'counts in the General Ledger. The discount columns in the 
Cash Book shall be added and transferred to the Discount 
Accounts. It will be possible to prepare the Trial Balance and the 
Trading and Profit and I^oss Account and the Balance Sheet 
in the usual w’ay at the time of the nex,t closing of the trading 
perirxl. 


Example : 

The business of R. C. Podlfar stood as follows on the 1st 
January 1948 :— 

_ /' Rs. ~ Rs. 

Cash,in hand .. 1,000 Sundry Debtors .. 5,000 

Cash at Bank .. 2,000 Sundry Creditors .. 6,000 

"Stock of Goods .. 1,500 Furniture & Fittings,. 600 


The assets and liabilities of the business on the 31st December 
1948 stood as— ♦ 

Rs. ' Rs. 

Cash in hand .. 1,900 Sundry Debtors .. 4,600 

Cash at Bank .. 3,600 Sundry Creditors .. 6,600 

Stock of Goods ,. 700 Fumitur©.and Fittings 600 

f 

During the year he drew’ Rs. 600 for private expenses and aHo 
introduced Rs. 300 as fresh capital. 

To ascertain the result of working of the year it is necessary 
to prepare “Statement of Affairs” as at the 1st of January and 
the 31st December 1948, 
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Statement of Affairs, as at 1st Jant^ry 1948. 


Liabilitiee 

t 

Rs. ia 

p 

Assets 

I Rh. 

a 

p 

Sundry Creditors 

6.000 0 

0 

Cash in hand 

1,000 

0 0 


■ 


Cash at Bank 

2,000 

0 

0 

Capital—being excess of 

' 


Sundry Debtors 

6,000 

0 

0 

assets over liabilities 

4,000 0 

0 

Stock in Trade 

1,600 

0 

0 




Furniture and Fittings 

600 

0 

0 


10.000 o’ o' 


' 10.000 

0 

0 


i 

_l 


_ 




Statement of Affairs, as at 31st December 1948. 


Liability 
Sundry Creditura 

(Capital—being excess of 
assete over liabilitc*s 


Rs. j a 

s 

Assets 

Rs.' a 

p 

5.600; 0 

Cash in hand 

1,000| 0 

0 

■ 


Cash at Bank 

3,&oo: 0 

0 

i 


Sundry Debtors 

4,500i 0 

0 

5,600; 0 

0 

Stock in Trade 

too; 0 

0 

• i 


Furniture and Fittings 

600; 0 

« 

11,100’ 0 



11400; 0 

1 

1 



Capital as at 31st December'48 .. 
Capital as at 1st January’48 

Increase in Capital .. 

L,ess fresh Capital introduced .. 


Add Drawings. 


Rs. 

.. 5,600 
.. 4,000 


1,600 

V-30fL- 

1300 
.. 600 


Net Profit for the year. 


.. 1,800 ' 


Example: , 

Ashutosh keeps his; books on Single entry system. On the 
1st of January 1942 his Capital was Rs. 69,000. An analysis of 
his Cash Book for the year gives the following particulars. 


Reoeipte 

Received from Sundry' 
^^btora 

Pai't. n Gapital A/c. 




i 


I 


Rs. la 

P ii 

Payments 

Rs. 

a. p 

1 

Doe t<eBank—(Ist Jan.) 

7,400 

Oi 0 

60.000: 0 

0, 

Payment to Cr^tors 

26,000 

Oj 0 

1 

1' 

Qeneral Expenses 

10,000 

Oj 0 

.5,000! 0 

0;i 

Wage* 

16,600 

0 0 

1 

1 

1 

Drawings 

3,000 

0 0 

1 

1 ; 

Balance at Bank—31 Dec. 

4,000 

0 0 

i 

• f 

♦! 

Cs^ in hand— 31 Dee. 

lOOj 0 0 

1 i 

1 

0 


! 

1 

1 

65.000: (^j 0 
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The following additional informations are available 

On 1st Jan.'42 On 31st Dec.’42 


Debtors 

Rs. 

.53,000 

Rs. 88,000 

Creditors 

* I 

15,000 

„ 19,500 

Stock in Trade 

> 9 

17,000 

„ 19,000 

Plant and Machinery 

9 9 

20,000 

,, 20,000 

I'nrnitiire and Fittings 

1 9 

1,400 

„ 1,400 


hVoiti the above materials prepare a Profit and Loss Account 
for the year ended 31st December 1942 and a Balance Sheet as at 
that date, after providing 5% Interest on Capital (ignoring payment 
in and drawings), 10% Depreciation on Plant and Machinery, 
5% Depreciation on Furniture and I'ittings and a Reserv^e of 5% 
on Sundry Debtors. 


f 

Total Debtors Account 



\, 

- . - 



“ “ 

—— — 


'■ 


M02 


Kh. 



1042 


Ra. 

a 

p 

•Tan. 1 

To liiiliiru'o 


0 

0 

Jan. 




tlaii. 





to 

By Cash 

60,000 

0 

0 

tci 

( 




l)oo. 






9r>.»)00 

0 

0 

Dec.31 

„ Balance 

88 .0(K) 

0 

0 












1,48,000 

0 

0 



1,48,000: 0 

0 








_ 

... 



Total Creditors Account 


1042 


Ks. 

a 


1942 

i 

Rs. j a| 

P 

•Ian. 





Jan. 1 

By B/tlanco 

15,000' 0 

0 

to 





Jan. 


1 i 

, 1 


l>fC. 

To Caah 

2r>,«)00 

0 

0 

to 


' I 







Dec. 

„ Purchasea 

29,500 0 

0 

IVo..*!! 

„ Balance 

19,500 


0 



1 1 




44,500 

0 

0 

1 

1 


44,500j Oj 

t < 

0 

1 


As the Purchases and the Sales of the period are not mentioned • 
these are ascertained by preparing "Total Account" as shown 
above. Purchases and Sales Returns, Discounts, Allowances, 
Bad Debts, Bills Dishonoured etc. should create no difficulty in 
preparing Total Accounts, 





'trading and Profit and I^oss Account for the year ended 31st 

December 1942. 


To Stock, 1 Jan.’42 
„ Purchases 
„ Wages 

Balance being Gross 
I Profit c/d 


Rs. a ;p i| 

17,0001 o' Oil By Sales 

20,500i 0[ Oi „ Stock, 31 Dec.’42 

0 Oj 

52,000i O'. 0 


To General £x[jeiisos 
„ Interest on Gapital— 5% 
on Rs. 65»,000 
„ Reserve for Rad and 
Doubtful Debts—5% 
on Rs. 88,000 
„ Depreciation 

Plant and machinery 

10% on Rs. 20000j 
Fumituru and Fittings 
i>% on Rs. 1400 

Not Pn»fit 


1,14,000 

© 1 

0 1 

10,000 

o! 

oi 

3.450 

ol 

0 

1 4,400 

1 

i 

* 0 

0 

2,000 

0 

Oi 

70 

0 

1 

01 

:i2,080 

0 

0 ! 

1 62,000 

1 

0 

“W } 

"i 


Ks 
».'>,(K>0| 
11»,IH)0' 


ja p 
0 0 
0 0 


b/d 


1,14,(KK); O, 0 
52,00(f 0 0 


i .'>2,000! o'; 0 


Balance Sheet, as at 31st December 1942. 


Liabilities | 

Sundry Creditors j 

Capital Rs. j 

As at 1st Jan. 60,000, 

Add Interest 3,4r>0 

„ Profit 32,080| 

„ Amount brought ' 


Ra. a 

I 

io,r>oo! 0 


■p!! 


An-sots 


in 


I.s> 3 s Drawings 


5,0001 

-!• 

i,o 9 ,. 5 :io| 

,3,000 *1,06,5:10 01 


1,26,030 0 


0|. Cash in hand 
Cash at Rank 

I • 

j Sundry Doi>tors 
1 ' Less Reserve for 
. Rad Debts. 

Stock in Trade 
«l''urnitun> and 
0 Fittings 

liCss Reserve 

Plant and 
Machinery 
IjOss Itcserve 


Ol 


Us. ! 
lOOi 
4,0fK); 

I 

88 , 000 ! 

4.400| 


11 , 00 ! 
. 70' 


20.000 

2 , 000 , 


.. I 

4,nii»' ' 


;:i,6o0j o o 

lo,«>oo, 0 0 

! 

1,0 0 


18 ,f»oo 


I 1,26,030 


0 0 


0 , 0 


Example : 

Saha and Sen carried on business in partnership. On l.st 
January 1943 their capital in the business were Saha Rs. 10,000, 
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i>en Rs. 8,000. They share profits after providing 7% interest 
on capital, in the rafCio of 5: 4. 

Their books are kept on vSingle Entry System and on 31st 
December 1943 a Statement of Affairs was prepared which showed 
assets and liabilities as below. 


LittbilitifiH 


Bn. 

a 

p 

1 ' AsHetH 

Rs. 1 a p 

Mortgago of Free 

Bh. 




I'Cash in hand 

12: 0* 0 

hold l’ro|K»rty 

6,(KM) 




I'Casb at Bank 

; 2.596 0 0 

Accrued Interest 

24U 

6,240 

: 0 

0 

Debtors 

9,586 0 0 






Stock in Trade 

1 9,689 0 0 

Mikhik —Loan 

4,(K)0 




Prepaid ExpenHCK 

38 0 0 

Accrued Interest 

140 

4,140 

0 

0 

Plant and Maijhiiu'ry 

2,784 0 0 






B'reehold Property 

' 12,000 0 0 

Creditors 


»,9H6 

0 

0 


1 

Hulanee — ijurplus 


22.2a0 

0 

0 

A 

i 



30.60.^) 

0 

0 


' 36,606 oi 0 


Monthly drawings of the partneri are—Saha Rs. 200, Sen Rs. 160. 

Ascertain the share of profits of the partners, pass Journal 
entries for converting the books to Double Entry and prepare the 
Balance Sheet as at 31st December 1943. 




ourpluN~as per Statement of Affairs. 

Lest (Capitol 

Saha, Ist, Jan'43 

Interest then'ou. 

.. , 10,000 

700 

10,700 

Rn. 

22,230 

Sen, let. Jan*43— 

Interest thereon .., 

.. 8,(K)0 

* 560 

8,560 

19,260 




2,979 

Add Drawings, Saha ., 

Sen 

3,400 

1,800 

• 


4,200 

« 



7,179 

Share of I’rofits-— Saha 5/9th8 of Rs. 7179—- 
Sen 4/9th8 0fHs. 7179— 

Rs. .3,988 5 4 
„ 3,190 10 8 




7,179 0 0 
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Journal 


Fftwhold Projwrty 
Plant and Maohinory 
Stock 
Debtors 


J^repaid Expenses 
;^ash 
Dank 

To Mortgikge on Freehold Pniptirby A/c 
„ I^ian A/v (Saha) 

„ Outstanding Interest A/u 

(on Loan Us. 140, on mortgage Us. 240) 
„ Sundry Creditors 
„ Saha—Capital A/c 
«t Sen ■ ,, ,, 

Being assets and liabilities and Capital on date 


Dr. 


Ct. 


li 


!i 


Us. I a| 


!i 12,000 0 


ili 


2,784! 0! O! 
9,580! o' O! 
0,586,' 0 Ol 
38 0 0 
12 0 0 | 
2,506 0 Oj 


Us.a 


6 ,(HK» 0 0 
4.000 0 0 
380 0 (i 


3.08(5 0| 0 
I2.2S8 4 

1»,!)50 10; 8 


Note .— Capital A(‘ouunt of Saha is worked out as— 

Capital 1 Jan’43 
Add Interest. 

• „ SliaiH! of Pnilits 


10,000 (» 0 
700 O 0 
3,088 Ti 4 




Less Drawings^* 


11,688 5 4 
2,400 0 0 

12,288 5 4 


Balance 

Liabilities 
Loan on Mortgage 
Loan—Saha 
Outstanding Interest 
Sundry Creditors 
Capital— Saha 
— Sen 


Sheet as at 31st December 1943. 


i Ua. 

a 

P 

Assets 

Us. ; 

*1<H. 

1 6,000 

0 

0 

Cash ill hand 

12 

2 ,«0« 

1 4,000 
! 38(» 

0 

0 

0 

0 

Cash at Bank 

2,506 

0,586 

! 31)86 

0 

o: 

Debtors 


0,580 

! 12,28h^ 

5 

4 

Btock in Trade 


38 

: 9,050 

.0 

«; 

Prepaid Excuses 
Plant and Machinery 

1 

2.784 
12 ,0(Kj 

1 • 

' • 


1 

i' 

ij^'rcchold Property 

i 

i 


'■ 30,605 

i 

0 



• 

» 



a *.p 
01 0 
i 

o| 0 

Oi .0 
Oi *0 
0 . 0 
0 0 


Oi 0 


A RECEIPTS AND PAYMENTS ACCOUNT 

A ' . 

‘Periodical statements of account are presented in vari<ius 
forms and under different names, such as the Revenue. 
Account, the Income and Expenditure Account and the Rccei])t.s 
and Payments Account. These terms are sometimes employed 
rather loosely by businessmen. It is necessary to have a clear 
idea about the different statement of accounts. 
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fteveilUe Aeeount: 

This is in fact the Profit and I^oss Account, the term being 
used by Insurance Companies and undertakings such as the 
Railways, Electric Companies, Water-works etc. 

Receipts and Payments Account: 

The Receipts and Payments Account is nothing but the. 
presentation of the Cash Book for a particular period in a sumnieris- 
ed form. All cash received and payments made during the 
period would be included in this account. The Receipts and 
Payments Account makes no distinction between Capital and 
Revenue items and takes no account of outstandings either at 
the V)eginning or at the end of the accounting period. The 
receipts are shown— as in the Cash Book—on the debit side and 
payments on the credit side. The account commences with an 
opening cash balance and closes with the cash balance at the 
end of the period. vSports clubs, charitable institutions etc., 
present their accounts in this fprm. 

Income and Expenditure Account: 

Non-trading concerns, such as educational institutions, 
hospitals, libraries etc., that is to say, institutions who.se object 
is, not making profit, present their annual accounts in the form of 
Tii£o*no and Ivxpenditure Account. This is similar to the I’rofit 
and I^oss Account of the trading concerns. The account there- 
•"lore, does not open tior does it close with a cash balance. Items 
of capital nature are excluded from the Income and Ivxpenditure 
"'Account. All income as w'ell as all expenses of the period must 
be brought into account. Payinents, as well as the receipts in 
respect of the earlier period gre cxcludecf. Outstanding liabili¬ 
ties and accrued income of the period will be included. The 
excess of income over expenditure (thenet profit incase of a trading 
concern) is called the suqilus whereas, the excess of expendi¬ 
ture over income, is called the deficiency. This account is accom¬ 
panied by a Balance Sheets wherein the surplus is added to the 
accumulated fund. ^ 

Distinction between Receipts and Payments Account and Income 
and Expenditure Account; 

The main points of distinction between the Receipts and 
Payments Account, and the Income and Expenditure Account 
arc noted on the next page. 
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Receipts & Payments 
Account 

1. It is the presentation of the 
Cash Book in a summarised 
form for a particular period. 

2. The account commences 
with the opening cash balance 
brought forward from the 
previous period and closes 
with a cash balance. 

3. Receipts are shown on the 
debit side and payments on 
the credit side as in the 
Cash Book. 

4. The account includes both 
capital and revenue items. 

5. Does not take any account of 
outstanding income or ex¬ 
penses. 

0. It is not accompanied by 
Balance Sheet. 


Income and Expenditure 
Account 

1. It is the Profit and Loss 
Account of non-trading 
concerns. 

2. There is no opening balance. 
The closing balance indicates 
the surplus or deficiency of 
the period. 

3. ICxpenses are shown on the 
debit side and income on 
the credit side as in the 
Profit and Loss Account. 

4. Includes revenue items only. 

All income and exjieiises of 
the period are brought in. 

6. Must always be accompani¬ 
ed by Balance Sheet. 


Convertion of a Receipts & Payments Account into an Income 
and Expenditure Account: • 

It sometimes becomes necessary to convert a Receii>ts and 
Payments Account into an Income and Jvxpenditure Account. 
The matter is simple enough. All one has to do is to—(1) exclude 
the opening and the closing cash balances, (2) items oi capita‘1 
nature shall have to be excluded and (.3) income of the jircvious 
period or any income {eceived in advance shall have to be exclud¬ 
ed. Income accrued during the period and not received shall 
have to be brought in. Payments in respect of'the jireceding 
period or the succeeding period, shall have to be excluded. Out¬ 
standing liabilities shall have to be brought in. l^rovisions for 
4)ad debts and depreciation shall hav^ to be made. 


Example ; 

Prom the following particulars of the Juvinile Club, prepare 
a Receipts and Payments Account, an Income and Expenditure 
Account and a Balance Sheet as at 31st December 1948. 



Balance Sheet, as at 31st December 1947. 


Lujii>iliti(]8 

Outstanding Crediloi-H 
For Hooks Hupplicxl 
For R«!nt 

For Other Ex|Ktiwes 
Capital Fund 
Excush of Inouiuo ovur 
Expenditure 


Us. , 

1,(XK) 0 
2d0 0 
150, 0 


12,.500 01 


1 

Oj 

o! 

oi 


Assets 


[Cash at Bank 
Investments 
Aecniod Interest 
Outstanding Subscriptions 
Library Books 
j'Stock of Stationery 
0 ,|Fumituxe and Fittings. 


1:1,850 0| 0; 


Rs. 

4.000| 

7,000 

80i 

500; 

1,000 

150 

1,120 


•j P 
0 0 
0 ! 0 
O! 0 

Oi 0 
0 ! 0 


13,850; 0, 0 


The transactions for the year 1948 were—Received from 
Subscriptions Rs. 4,000; Received froni„ Donations Rs. 2,000; 
Received Interest on Investments Rs. 175; Entrance Fees 
Rs. 400 ; Sale I’roceeds of Old chairs and tables Rs. 160. 

Paid for Rent Rs. 1,000 ; for*Printing Rs. 100 ; for Advertis¬ 
ing Rs. 300 : and fo^ Investments Rs. 3,000. 

Paid creditors for Books supplied Rs. 1,000; Outstanding 
creditors for Rent Rs. 200 ; and for other expenses Rs. 160 ; 

y l*aid for l''urniture Rs. 500 ; for Library Books Rs. 200; 
Cost of Entertainment Rs. 500; Electric charges Rs. 100; 
Wages Rs. 200 ; Charity Rs. 100. 

* 

On 31st December 1948 the following liabilities were outstand¬ 
ing—Rent Rs. 200 ; other Expenses Rs. 260 and for Advertise¬ 
ment Rs. 100. 

There were also—Interest accrued on Investments Rs. 76, 
Outstanding Subscriptions Rs. 400. . 
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The Juvinile Club. 

Receipts and Payments Account for the Year ended Slst 

December 1948 


Receipts 

Rs. 

a 

p; 

Payments 


Rs. 

a 

To Balance, 1 Jan. 1048 

4,000 

0 

0|’By Capital K.\pon(liturc 

Us. 



„ Bubeoription received 

4,000 

0 

0 

„ Investmonts 

3 ,(M)0 



a „ Donations 

2,000 

0 

0 

„ Furniture 

r>(K> 



Entrance Fee 

400 

0 

o' 

„ Library Books 

2 (K) 



„ Interest on Invest* 






3.700 0 

monts 

176j 0 

0 

„ Outslaiuiiiig creditors 




„ Bale Proceeds of old 




„ For Books supjilied 

1 ,(K»0 



chairs and tables 

1501 0 

0 

„ Rent 

2 (K) 







„ Other Ex])i‘nses 

150 








-- 

1,350 

0 





„ Other Eximuimik jiaiil 








„ Rout 








„ Printing 

100 







„ Advertiseineut 

300 







„ Entertainment 

500 







„ Eleetrie eharge.i 

l(K) 







„ Wages 

200 






, 

„ Charity 

100 








— 

2,300 

0 




1 

1 

„^lalunce, 31st i>ecoiulier 

1 


3,375 



10,725| 0 

0 

_j 

i 

_ 

10,725 

_ 

0 
,. 

1 


Income and Expenditure Account for tlie year ended 31st 

• December 1948. 


Expenditure 
To Bent 
„ Printing 
„ Advertisement 
„ Entertainment 
■M „ Eleotrioity 
Wages 
'Jharity 

’ n Other Expenses 
„ Exeees of Income 
over Expenditure 


Us. j ai p 
1,200 O: 0 
100 0 Oi 
400! O: 0]: 
r)00 0 O r 


loo: 0 oi: 
200 ; 0 . o;' 
lOOl 0 01' 

2001 0 . o! 


Inconio 
iBy Bubscriptions 
Donations 
Entrance Fees 
Interest 


3,670j 


i ' i 
; 0 ; 01 


6.4701 0 : 0 


Rs. 

»i 

p 

3,900 

01 

0 

2 .(KX 1 

0 

0 

400 


0 

170 

0 

0 


1 ' 
! 1 

1 I 

i 

1 


6.470' 


C 
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The Juvinile Club 

Balance Sheet, as at 31st December 1948 


Jls. 

Oiitsban<lini{ C'roditttrH Kh.' 

Fur lUmt 200 

()bh*;r ExiKiU Mis 2<K) 

AdvcrtiHomoiit l<M* 


P 


rj(Kji 0 


Cu]>itul Fund 
fnini 

laHti your, 12,.')0() 

Add K'tiifrts of iikcoino 
Ovor lix]wiiditiiro ;{,<»7U 


- - 10,170 


Assets 

Cash at Baok 
I Accrued Interest 
{ ■Subscription Outstanding 
; luvostmonts 
o| Library Hooks 
.1 iStock of Stationery 
I Furniture and Fittings 
As per Last 
Account 
Afld purchase 


0 , 0 


Rsb 

1,120 

5001 


Bs. 

3,375 

75 

4001 

10,000 


1,200| Oj 


1501 


Less tSales 


1,6201 


0 


150i 


1,470 


10,07o; oj 0 


il6,670; 0 


I 


Example : 

The followiijg ivS the statement of assets and liabilities of the 
International lyibrary as at 301h June 1948. 


ljial>ilit'U's 

’Xiiitstauuiug lor Mxjm'uscs 
(U pital Fund 


its. a p 

Assets 

Es. 

»| P 

0.50 0 0 Cash 

3,200 

O' 0 

4t,.‘i.70' o' 0 .Siiliscriptioii Outstanding 

750 

oj 0 


Hciit Outstamling —for 



' 

use of Lccturo Hall 

350 

0 0 

' 

(’■ooks 

16,850 

0 0 

; 

Investments 

5,000 

0 0 

' 

Furniture 

4,850 

0 0 

, 

1 

• 1 

Uuildtugs 

. 

14,0tH) 

0 0 

45,000 0 0 


45,000 

oj 0 

' 


• 1 

_i_ 








The following are the Receipts and Payments of the year. 


Receipts j Ite. i 

To Balance 1 3,200| 

„ Entrance Fees | 2,600 

„ Subscriptions i 8,500 

„ Sale of Old Furniture } 600' 

„ Sale of Old Newspapr j 60 

Rent of Ijccturo Hall ! 1,040; 

• I'roceeds from Lectures j 

and Entertainments j 3,000; 


Payments 
: Salaries 
Municipal Tax 
Insunvneo on Buildiut's 
Addition to Library Hooks 
Ouistandini; cnalitors of 
last year paid 
Repairs 

Electric rusta11ali<ni 
Printin" and Stationery 
Poslagti 

Snnilry Exjx'iises 
Htilaiico 


Rh. ! 
2,4lKt 
700, 
500; 
1,250 

I 

650j 

250 

4,5(K)i 

400i 

50! 

1.50' 

8,150: 


i 9 ,ooo: 0 0 


I0,(MM) 0 0 


It was ascertained that Rs. 1,100 was outstiinding by way 
of Subscriptions and Rs. 375 forjise of Lecture Hall. Insurance 
on Building was prepaid to the extent of Rs. 175. There were 
.creditors outstanding for expenses to the exk^nt of Rs. 800. 

I You are required to prepare an Income and Kx])enditiire 
Account and Balance Sheet as at 30th June 1940 after providing 
for depreciation on Buildings 2| % and writing down Invest¬ 
ments by 5% and Library Books by 10%(fmly on opening bakuice). 

* I 

International Library 

Income and Expenditure Account for the year ended 30thJuuel949j 

Expenditure Rs>. a p ( Income Rh. i a' p 

To Balaries ■ 2,400 0 0 By Entrance fees ! 2,600: oj 0 

„ Municipal Tax I • 700 0, 0 „ SuIweriptionH H,H.50' O' 0 

„ Printing and Stationery 1 • 400 0 0 „ f’roceedn from Lf'cturea .'L0(Xj. o' o 

„ Postage 50 O' 0 „ Rent of l.ectiire iiail 1,065 0; 0 

„ Imsurance on Building 325 0 01 „ Sale of Old N«‘wsi»ajxfl’ 60( oi 0 


Expenditure 
To Salaries 

„ Municipal Tax ! 

„ Printing and Stationery I 
„ Postage 

„ Imsurance on Building 
„ Repairs 

„ Sundry Expenses I 

„ Depreciation of • 
Library Books 1,685 i 

J, Building 350 | 

,*P*Invc8tmont8 250 ' 

' _ ' 

' „ L...ess of Income over 
Ex|>enditure 1 


400 0 0 
50 0 0 
325 0 01 
2501 0i O' 
950i O! 0, 


2,2a5| oj 0 

I I ‘ 

8,21.5| O! 0 : 

i ^ I 

_U_! 

15,5751 oi O; 

' III 
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LiabilitivH 
Outstanding (Vwlitors fur 
ex]HmHO» 

Capital Fund 

Ab p<t last Balan<-«! Ks, 
ShoMt-— 44,r{."»(> 

Add JixccHS of fncoTno 
over K\|H>n«litiin> H,215i 


Balance Sheet, as at 30 June 1949. 


Kb. I a' p.; Assets 

I I I Building 

KOO 0> 0 Depreciation 

' ! i' 

I : Furniture 
.\ IjCss Sale 

' i 

I Fittings 

ri2,i»8.’> 0, Library Books 

; Additions during 
the year 


Ba. j Rs. 
14.000 
350 

-113,660 

4,8501 
600; I 

-' 4,260i 

4,500l 
16,850, j 


Loss Depreciation 1,685' 

I [nvestments (at coat) 5,000^ 

j Di-prf‘ciation 250' 

I » 

Sulmcriptiona Outstanding 
Insurance Prepaid ' 

Rent Receivable 
ICash at Bank | 


153,365 O' 0 



EXERCISES 

1. How will you proceed to prepare a Statement of Affairs 
from Single Entry Books? 

2. Mention the necessary steps you will have to take to 
convert Single Entry Books into Double Entry. 

3. Can you prepare a Balance Sheet from Single Entry Books? 

4. How can you ascertain profit made during any trading 
period when books are kept under Single Entry ? 

^ 6. What is Single Entry and wherein does it fail ? 

6. Brown commenced business on 1st January 1913, with a 
Capital of £1,000, which he paid into a Banking Account opened 
for that purpose. On the same day he bought stock valued at 
£650, and Shop Fixtures and Fittings, which cost £200. His 
books, kept by single entry, consisted of a Cash Book and Ledger; 
and the whole of his Receipts and Payments, both in connection 
with the business and his private affairs, was passed through his 
Cash Book. On 31st •December, 1913, stock was taken, whicli 
amounted to £830. There were book debts in the Ledger amount¬ 
ing to £345-10-6 of which £75 represented debts which were irre¬ 
coverable. Creditors as per Ledger amounted to £483-15-2, and the 
Cash Book showed a balance of £167-15-8, but according to the 
Pass Book, the balance at Brown's credit .was only £67-15-8, he 

^ having lent his son £100 and omitted to enter it in the Cash Book. 
Brown's private expenses during the year amounted to £150, and, 
in addition, he used £50 worth of goods from his shop. The 
Fixtures were valued at £250 on 31st December 1913, .Brown 
having expended a further £50 on them during the year.* Frotn 
this information, prepare a statement showing Brown's profit 
or loss in the business for the year 1913. 

(Chartered Acwuntants.*) 

7. X, Y and Z cafrying on business in partnership, keep their 
books by Single Entiy. On 30th June 1915, the, statement of 


their position was : — 

£ 




£ 

TL .. . • 

876 

Cash 

« • 


71 

Y .. .. 

413 

Debtors 

• • 


598 

Creditors .. ... 

218 

Stock 


• « 

416 

A 


Plant 


• • 

286 


Z .. 



137 


1,607 




1,607 


On 30th June 1916, Cash was £47 ; Debtors, £714 ; Stock, 
£380; Plant, £420; and Creditors, £351. They share Profits 
in the proportions of three-sevenths, two-sevenths, and two- 
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sevenths, and they have drawn per week during the year: 
X £7 ; Y £4 ; Z £3. Interest on Capital and Partners' Over¬ 
drafts at 6%. Show the position of their Accounts on 30tb June 
1916, and how the amounts are arrived at. 

(Chartered Accountants.) 


8, You are instructed by W. Robertson who keeps his books 
by Single I‘hitry, to ]>repare a Trading and Profit & lyoss Account 
for the year ended 30lh September 1920 together with a Balance 
Sheet as at that date. 


Ul)oii analysing the Cash Book for the year, you find the 
following, viz. : - 


Bank Ovordraft al ()ftoInT 191!) 
Tiitoruai on above and liank Charf'es 
W. ilobortHon’H J>rawinf<« 

Managor’a Sabiry 

tSalarioM and Wages 

Other JluiHnc-ss Kxpcnm's 

Paid to Trailo Creililors 

Balance at Jiank»TH, 90tli Hcptcriibor lfl2(> 

Balance in liand.s of CaNhior .. 

Received from Trade 1 )cbtorR 
Ri'ctiived from (Uah Sales _.. 


Rr. a. p. 
8,000 0 0 
ir»o 0 0 

4,000 0 0 
2,!M)0 0 0 
lo,000 0 0 

ir»,80o 0 0 

30,(KM) 0 0 
4,850 0 0 
150 0 0 
50,000 0 0 
30.1 K)0 0 0 


W. RolH'rtson (Capital at 1st October 1019 

llis Stock on IihikI on Jst Oct. 191!) was Kh. 18,(NN) and on 30th Sept. 
1920 

His Creditors on Ist Oct. 1919 were Rs. 19,000 and on 30bh Sept. 1920 
His Oebt'TB on Ist Oct. 191!) weni R.s. 44,()(K) and on 30th Sept. 1920 
liii Furniture on 1st Oct. 1919 was Ks. 2,000 and on 30th Sept, 1920 .. 
His Buainess prernisi-.H on IsL Oct. 1!)19 was Rs. 30,000 ad on 30th Sept. 
1920 


70,(M)f) 0 0 

20,440 0 0 
ll.OfK) 0 0 
f»0,(K)0 0 0 
2,000 0 0 

30,000 0 0 


. You are to allow 5% interest on the Balance of Capital at 1st 
October 1919, to reserve Rs. 3,000 for Doubtful Debts, and to 
charge 6% Depreciation on Business Premises and I'umiture. 

In addition to the vSalary of Rs. 2,000 already paid to the 
Manager, he is entitled to a Commission of 5% upon the Net 
Profits, after charging such salary and commission. 

Make provision for this Commission, and prepare the Accounts 
as instructed. 

(G. D. A.) 


9. P and Q are in partnership and keep their books by Single 
Entry. They share profits and losses in the proportions of three- 
fifths and two-fifths respectively, and instruct you to prepare 
their Balance Sheet as at 30th i^ptember 1926, together with a 
Profit & I<oss Account for the year ended upon that date. 
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Upon analysing the firm’s Cash Book for that period, you find 
the following ;— 

Bank Balance, 1st October 1924, Rs. 4,000 ; P’s Drawings, 
Rs. 4,500 ; O’s Drawings, Rs. 3,000 ; Paid to Trade Creditors 
(including Bills Payable), Rs. 38,000; Wages Rs. 11,000; 
r^alaries Rs. 5,000; Other Trade expenses Rs. 13,255; Received 
from Trade Debtors {including Bills Receivable), Rs. 53,645 ; 
Bank Balance, 30th September 1925 (Overdraft), Rs. 1,500; 
Cash in hand, 30th September 1925, Rs. 200; and Receipts from 
Cash Sales, Rs. 15,810. 


The respective capitals of P and Q at 1st October 1924 were 
Rs. 40,000 and Rs. 10,000. Particulars of the other Assets and 
liabilities of the firm ’are as follows :— 


stork on hand 
1 )(‘htor.s 
>{'i editors 
IJills Rocriv vblo 
Business Premises 
Hills Payable 
Office Furniture 


1st Oct. 1924 30bh Sopt. 1925 
Its. n p lit*, a p 

.. 19,S90 0 9 25,(KH) 0 0 

0 0 I9,3r).''i 0 0 

22,0(K) 0 0 7,990 0 9 

5,(MI9 9 9 7,900 0 0 

20,909 9 0 20,000 0 0 

3.990 0 0 ■ • 

1,209 0 0 1,200 9 0 


Under the Partnership Deed, 5% interest on Partners’ Capital 
is to be a charge on Profit & boss Account (ignore drawings), 
and Q is also entitled to be credited with a Commission of 6% upon* 
the net Profits divisible between the partners after charging such 
commission. * • 

» 

Reserv'e Rs. 1,500 for Doubtful Debts, and write off 5% 
Depreciation on Business Premises and Office Furniture. 

A 10. The following is the vStatement*of Affairs as at 31st March 
of Young and Bell, who are in partnership sharing profits 
' and tosses in the proportions of 2/3rds and l/3rd respectively. 

From the particulars given hereunder prepare as at 31st March 
1929 (a) a Statement of Profit, apportioning the balance between 
Young and Bell; and (b) a Statement of Affairs as at that date. 

49 







630 


YOUNG and BELL 


Statement of Affairs as at 31st March 1928 


Capital AccountH 
Young 
BaD 

Bills FayahUs 
Siiiwlry Cniditors 


Its. lls. a p R'. a p 

Plant &, Machinery .. 4,000 0 0 

20,000 Freehold Pro|>erty .. 12,000 0 0 

H,f)00 28,000 0 0 Furniture & Fittings .. 1,000 0 0 

- Stock .. 7,000 0 0 

1,(MX) 0 0 Sundry Debtors .. 13,000 0 0 

12,000 0 0 Bills Receivable .. 3,000 0 0 

Bank .. 900 0 0 

Cash .. 10 0 0 


41.000 U 0 41,000 0 0 

The position as at 31st March 1929 was as follows :— 

Cash at Bank Ks. 1,500 ; Cash in hand Rs. 100 ; Sundry' 
Creditors Rs. 19,000 ; Bills Payable Rs. 1,200 ; Sundry Debtors 
Rs. 5,000; Bills Receivable Rs. 3,800. The Stock on hand 
amounted to Rs. 8,400. Young’s drawings during the year 
had been Rs. 3,000 and Bell had drawn Rs. 1,200. Young with¬ 
drew the sum of Rs. 4,000 on 30th September 1928 from his 
Capital Account. Depreciate Machiner>' and Plant by 5%, 
Ihirniture and l''itti:igs by 10% and allow interest on partners’ 
Capitals at the rate of 5% per annum. Ignore interest on 
Drawings. 

(G. D. A.) 

> I 

■ 11.' Describe the steps you would take in order to x^repare a 

Trading Account, Profit and I^oss Account, and Balance Sheet 
from a set of books which had been kept upon the Single Entry 
system. 

(London Chamber of Commerce.) 

12. Describe briefly how you convert a set of books, which 
had been hejit on Single ICiitry methods, into the Double Entry 
system. 

(Roj'?l Society of Arts.) 

13. Robbert Webber keeps his books by the Single Entry 
method. His financial position on 1st January was as follows :— ' 

£ s. d £ B. d. 

OaRh ill hand 12 10 0 Sundry Debtors 421 10 0 

Stock-in-Trade 642 15 0 Machinery and Plant 981 0 0 

Fixture and Fittings 89 0 0 Sundry Creditors 1,209 15 0 

Cash at Bonk 163 0 0 

During the year, Robert Webber withdrew from the business, 
for private purposes, the sum of £480, 
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On 31st December, Webber’s financial position was as follows:— 

Machinery and Plant, 1,350 10s.; Fixtures and Fittings, 
£80 10s. ; Sundry Debtors, £732 ; Stock-in-Trade, £950 10s.; 
Cash in hand, £16 ; Bank overdraft, £500; Sundry Creditors, 
£1,400 10s. 

* From the above particulars, prepare a Statement showing the 
■profit made by Webber for the year ended 31st December. 
When preparing this statement, no depreciation need be written 
off any of the assets, and no provision for Bad and Doubtful 
Debts is necessary. 

(Dondoii Chamber of Commerce.) 


14. A keeps his books by Single Entry. On 1st January his 
Capital was £6,900. An analysis of his cash book for the year 
gives the following particulars :— 


Debit Side 

Received from Sundry lX?btora .. 
Paid in on Capital Account 

Credit Side 

Duo to Bank, Ist January 
naymenta to Sundry Ooditora 
'<.*eneral Expenses of Business 
Wages 
J)ra wings 

Balance at Bank, Sint December .. 
Balance in hand 

Debtors at 1st January were 5,300 

Creditors do. 1,500 

Stock do. 1,700 

Plant and Machinery do. 2,000 

Furniture and Fittings do. 140* 


£ 

6,000 

600 


740 

2,500 

1,000 

1,.560 

3(K) 

400 

10 


and at 31st December wore 8,800 
do. 1,050 

do. 1,000 

do. 2,000 

do. 140 




* 


From the above material, prepare a Profit and Doss Account 
for the year ended 3l9t December, and a Balance Sheet at that 
date, after providing 5% Int*erest on Capital (ignoring 
payments in and drawings), 10% Depreciation oii Plant, 6% 
Depreciation on Furniture, and a Reserve of 5% on Sundry 
Debtors. • 

(Chartered Accountants.) 

■ 16. What is a Receipts and Payments Account ? Explain, 
if liiis gives a complete history about profit or loss for a given 
period. 

(C. U. B. Com--1941) 


10. Distingui^ between Receipts and Payments Account 
and Income and Expenditure Account and explain how and cm 
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what further information an Income and Expenditure Account 
may be prepared from a Receipts and Payments Account. 

(C. U. B. Com—1943) 

17. The Hindusthan Gas Company rebuild and re-equip part 
of their works at a cost of Rs. 50,000, The part of the old works 
thus superseded cost Rs. 30,000. The capacity of the new 
works is double of that of the old. Rs, 2,000 is realised by the 
sale of old materials, and old materials valued at Rs. 1,000 are 
used in the reconstniction and is included in the cost of recon¬ 
struction of Rs. 50,000 above mentioned. The cost of labour 
and materials is 10 per cent higlier now than when the old 
workvS were built. 

Show what amount should be charged to Capital and what to 
Revenue. (G.D.A.) 

18. A firm keeps only a Cash Book and prepares an abstract 
of Receipts and Payments at the end of the year. Do you con¬ 
sider it sufficient to ascertain the income and expenditure ? If 
not, state your reasons. ' 

The following is^the Receipts and Payments Account of the 
North lyondon Sports Club for the year ending 31st December, 
1924 


liuooi])ts 

£ H. 

Payments 

£ 

B. 

To ]Nt Jau. 1924 

115 0 

By Rent 

220 

0 

Kiitruiiro foi*.') 

30 0 

„ Htatiunor}' etc. 

„ Wages 

124 

0 

,, Subsrriptious 1923 

6 0 

156 

0 

„ KiiUHiTiptioTia 1924 

8S2 0 

„ (Jjipital expontlitiire 

2.50 

0 

„ SnlmcripliouH in tvdvnnro 1925 

21 0 

„ Re{>air.s & renewals 

63 

10 

„ Lo<‘k(-r lluntH 

25 0 

„ Iiiiere.st on l(»an 

45 

0 

„ Tennirt ti'es 

148 0 

„ AlTiliation fees 

10 

10 



Balance 

869 0 

• 

358 6 

1,227 6 


1,227 6 


Of the Locker rents, £3 referred to 1923 and 5^4-10, is still 
outstanding ; one quarter's rent is still outstanding, but the rent 
for the last quarter of 1923 was not paid till 1924 ; there is an 
item for ^12-4s. outstanding in respect of stationery ; Subscriph 
tions in arrear amount to £8-8. 

Prepare an Income and Expenditure Account for the year 
ending 31st December, 1924. (B. Com. 1926) 

19. From the following Receipts and Payments A/c of the 
Gopalpur Golf Club, prepare Income and Expenditure Account 
and Balance Sheet for the year ended 31st December, 1937. 
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The Bye-I^aws of the Club provide that half of each Original 
member’s subscription and the Kntrance Fees of other members 
are to be Capitalised and any suqslus of Revenue is to be placed 
to a Reserve Fund. 

Receipts and Payments A/c for the year ended 31st December 
1937. 



Rs. a p 

Payments 

Rs. A p 

T» liaUvnoo 

2,2.">0 0 0 

By Club Premises 

0,700 0 0 

Sulweriptions from : — 


„ Furnituro 

600 0 0 

OrKi;i.\l members 

7,000 0 0 

„ Furnishings 

200 0 0 

A<lilj^ioiinI members 

11,000 0 0 

„ Provisions and Liquors 

8,7;ir) 0 0 

„ Pintrance Fees of other 


„ Salaries 

2,600 0 0 

mcmibers 

2,200 0 0 

„ Green keop<*r’s wages .. 

l,6(K) 0 0 

„ Ilee<‘ivefl at 4% 

0,(KK> 0 0 

,, Servants’ wages 

SS.") 0 0 

„ Sale I’roeeeds of Pnn i- 


„ Fuel. Lighting ete. 

615 0 0 

sion.s and Licjuora .. 

6.3S0 0 0 

„ Sundry Expenses 

535 0 0 

„ Graziu;; Ifent 

220 0 0 

„ Rent 

5,5(M) 0 0 

fnt. on Fixed Dejmait 

. 180 0 0 

,, Tax and Jnsumnee 

730 0 0 



„ Printing & Stationery.. 

390 0 0 



„ Interest on Loan 

360 0 0 



Repairs 

125 0 0 



„ t,*o8t of Annual Oinnur 

1,000 0 0 



• „ Balunco in hand 

5,200 0 0 


0 0 


38,2.35 0 0 


^ On 31st December, 1937 Cash on Fixed Deposit at 0% 
Rs. 3,000 (balance from last year); Stock of JUiquors and Provisions 
Rs. 2,870; Rent Rs. 500 ; Serv'ant’s wages Rs. 15 ; Green keeper’s 
wages Rs. 300; Rs. 265 for liquors purchased and Plumber’s 
Bill (Club Premises A/c), Rs. 1,300 have not been paid* {sub¬ 
scriptions of 10 Original members at the rate of Rs. 50 have not 
been received. 


Charge Depreciation on Club Premises at 3 per cent, on 
P'urniture at 5 per cent, and on Furnishings at 15 per cent. 

20. From the information given, prepare— 

(1) a Receipts and Payments Account 

(2) an Incon.e and Expenditure Account of the Hot Stuff 

I'ootball Cfub for the year ended 31st December, 1926 ; 
A (3) A Balance Sheet as at that date. 



Rs. a p 
10,000 0 0 

0 Bar Stock, 1st January, 1926 

Bar stock, Slst December, 1926 

12,000 0 0 

Outstanding subscriptions, 31st December* 1926 .. 

4,000 0 0 

Outstanding subscriptions, 1st January, 1926. 

Cash received during the year— 

3,000 0 0 

Bar sales 

42,000 0 0 
6,000 0 0 

Entrance fees 

Subscriptions .. 

.. 25,000 0 0 
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Caih ^id during the jtBst — 
^tablishmont 
Bar purchases 
Sundry Expenses 
Upkeep of ground .. 

Footballs 
Comjietition fees 
Bent, rates and taxes 
Sundry investments .. 

Cash in hand, 1st January, 1026 
Investments, Ist January, 1926 
Members* account, Ist January, 192C 
Players’ drinks not charged 
Chits with signatures indecipherable 


6,000 0 0 
26,000 0 0 
5,000 0 0 
6,000 0 0 
500 0 0 
600 0 0 
500 0 0 
200,00 0 0 
1000 0 0 
20,000 0 0 
34,000 0 0 
500 0 0 
600 0 0 


21. Given below is the Receipts and Payments Account of 
the Indian Gymkhana for the period ending 31st December, 
1920 


To Donation Account being 
donations received 
„ Reserve Fund, being life 
members’ fees and on- 
trance fees received 
„ Quadrangular March 
Fund, t>eing amounts 
received for meeting 
expenses of the specific 
Matches 

„ Uevenue Receipts :— 
Riibscriptinn foes 
(including Rs. 100 Rs. 


for 1921) 3,200 

Lockes Kent 100 

^ Cricket 400 

' Sundries 50 

Tennis 350 

Billiards 200 


Interest on Securities 100 


lls. a p 

By Buildings 


Rs. a p 
40,000 0 0 

50,000 0 0 

„ Expenses incurred un 



Quadrangular Matches 

900 0 0 


„ Bumituro 


2100 0 0 

4,000 0 0 

lie venue Payments :— 

Rs. 


t 

Halarics 

1,800 



Cricket 

600 



Tennis 

540 


10,000 0 0 

Insurance (paid up 
to the year ending 




30th Soptomber, 1921) 360 



Ganlening 

170 



Printing etc. 

30 



Telephone 

250 



Hundrioa 

150 

3,900 0 0 


,, Investments (at cost) 


18,000 0 0 


„ Balance 


3,500 0 0 


4,400 0 0 


68,400 0 ‘0 68,400 0 0 


Subscription Fees Outstanding for the year 1920, Rs. 300, 
Salaries unpaid for December 1920, Rs. 170... 

Prepare from the details given above an Income and Expendi¬ 
ture Account of the Gymkhana for the period ended 31-12-1920,'i 
and the Balance Sheet as on that date. 


(G.D.A.) 











Chapter XllI 


DEPARTMENTAL AND BRANCH ACCOUNTS 

Industry and trade are not often restricted to a single line. 
More often than not, it will be found that there are more than 
one department or division in which a businessman is engaged. 
It is mainly for attracting a bigger circle of customers and thus 
increasing the turnover and making the enterprise more profit- 
jfble that the trade runs several departments. But it is not 
adequately realised that brisk business, big turnover and good 
profit in the aggregate does not necessarily mean that the enterprise 
in every department is being run efficiently. It is possible that 
some lines are bringing in profit while some others are not. 
It may even be that some lines are running actually at loss. If 
the businessman knew the trading result of each line he would 
probably put his mind on reorganisation. Departmental Accounts 
will give the trader datailed informations regarding the trading 
results of each department or class of goods. 

In organising the book keeping for Departmental Accounts 
we have to look upon each dejjartment as if it was a separate 
business. It is not necessary to keep separate sets of books for 
each department. It would do if books pf accounts were so 
.irranged as to enable the trader to obtain the necessary figures 
such as Purchases, Sales etc. of each department. Trading results 
of each department could then be ascertained. 

Analytical Purchases and Sales Books : < 

For that purpose Purchases and Sales Day Books should be 
kept in columner form as has been explained earlier in the book. 
Necessary rulings are shown here again. 


Departmental Purchases Book 


Date 

Name I Led.* j| Total 

! fol. :! 

. _ 

Dept. A 

( Dept. B i; Dept.lJ | 

! , ii • 1 

Dept. D 

- V j 

( 

1 

: II 

!= 

1; 

1 5 

1 i! 

. 


1 

‘ 

1 

i il 

i 

i .i 

* <1 

• If 

i i! 

i 


ii I 

!| i 

ii 1 

.t 1 

!' i 

!. 1 

'■ 1 

!' ! 

!! 

i 

1 

1 

1 

1 

1 


1 

1 

1 

1 

1 


The Departmental Sales Book should also be similarly ruled.| 
The headings of the columns are sometimes given by letters 
(as above), sometimes by numbers, such as Dept. 1, Dept. 2 etc. 
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and sometimes by name such, as Wheat, Grain, Rice. Whenever 
columner form is used, there must be a “Total” column. This 
provides a check upon the arithmetical accuracy. The totals 
of Dept. A, B, C & D should be equal to the sum in the Total 
column. 

Naturally the Departmental Purchases and Sales Returns 
Books should be similarly ruled. 

If the departments are numerous it will be necessary to keep 
separate books for Purchases, Sales, and Returns for each 
department as the books will ])e inconveniently large if kept in 
columner form. 

Ledger: 

Departmental Purchases Accounts, Sales Accounts and Pur¬ 
chases Returns and .Sales Returns Accounts could be opened or 
these accounts could be kept in columner forms, as have been 
shown ill pages 68-70. Separate Stock Account should also be 

opened for each department or class of goods. 

« 

Allocation of Expenses: 

Ivxpenses relating to each department shall have to be ascer¬ 
tained. There is no dilliculty regarding the direct expenses. 
But allocation is nccessaiy in respect of the indirect expenses. 
This can be done in various ways. The same principle or the 
s^ime percentage allocation will not be fair and equitable if adopted 
in cases of all the expenses. Thus Rent, Rates and Taxes may 
be api)ortioned according to the floor space occupied by each 
department. Insurance Premiums may be ai>i)ortioned according 
to the value of stock of each department. W'ages and salaries 
are generally not diflicult to analyse. Vo also Printing and 
Stationery may be directly analysed.' Discount Received 
including Reserve for such discount may be apportioned in the 
ratio that each department’s sales bears to the total depart¬ 
mental sales of the year. The same principle shall be followed 
ill respect of Discount Allowed including Reserve for such 
discounts. Bad Debts can be directly charged to the departments 
concerned. Carriage, Postage, Office Expenses etc. when possible, \ 
can be analysed or a fixed percentage can be charged to each 
department. Depreciation of assets should be charged to the 
respective departments using the assets. For the rest, 
apportionment on the basis of sales of the different departments 
will prove satisfactory. 
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Inter-Departmental Transaction: 

Sometimes one department issues goods to another. Such 
departmental purchases and sales must be carefully recorded for 
these may raise accounting problems. Goods may be issued to 
other departments at cost price or at cost plus a small profit. 
If issued at cost, these cannot be credited to the Sale of the depart¬ 
ment issuing it. These should be credited to a separate account 
called “Goods Issued to other Departments”. And at balancing 
time, these should be debited to the Trading account of the 
receiving department and credited to the Trading Account of the 
issuing department. 

If the goods are issued to other departments at cost i)lus a small 
profit, it is obvious that the closing stock-- if consisting of such 
goods will need adjustment for the element of profit included 
in the value of closing.stock should be eliminated. 


Example : 

From the following ]>aiticulars, prepare dei^artmcntal Trading 
and Profit and Loss Accounts for the year ended .‘list December 
y 1948, apportioning the expenses between the departments in the 
ratio of their respective turnovers. 




Rs. a p 


.* Rs. a p 

0|>Piiiug .Stock 

--Dept. A 

S,0(K» 0 0 

lusiir.uiee (Bs. !•»/- pi-<‘paid) 

1,040 6 0 


■ Dept. B 

7,000 0 0 



I*ur<-ha3c8 

—Dept. A 

‘20,000 0 0 

Ra«l Deh<« I’l'Serve, 



- - Dept. B 

l.'iJllOO 0 0 

1st .lanuary 1048 

800 0 0 

Sales 

—Dej)t. A 

4S,000 0 0 

Motor Vans & Vehicles 

8,000 0 0 

9f 

Dept. IJ 

32,000 0 (t 

Directors’ Fees 

2,000 0 0 

Advertising 

— 

2.(MK) 0 0 

Sundry Debtors 

2.>,000 0 0 

Wages 

—Dept. A 

• 4,W)0 0 0 

Po.stage 

l,tK)0 0 0 


-—Dept. B 

• 2,000 0 0 

f?undry Expanses 

3,000 0 0 

Traveller’s Commission 


Bad Debts 

1,500 0 0 

and oxpensea 

— 

5,mK> 0 0 

Stationery ' 

3,000 0 0 

Rent and Taxos 


1,000 0 0 

Interest on Loan 

.500 0 0 

Funiiture and Fixtu-vrs 

1,000 0 0 

Discount on l’ureha‘«!s 

2,000 0 0 

SalaricH 

• 

3,000 0 0 

Discount on Sales 

3,000 0 0 

Plant and Utensils 

m 

50,000 0 0 

Heating and Lighting 

• 

600 0 0 

■O, 

Depixwiato Plant and Utonsils .. 10% 



Motor Vans & Vehicles 

.. 20% 



Furniture & Fixtures 

.. 2i% 



Make a Reserve of 5% 

on Debtors for Bad Debts. 



Closing iStock — Dept. A Rs. 9,()(X»/- 



ff 

„ -- Dept. B Rs. 7,000/- 
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Esnmple: 

A chemical manufacturing concern has a general department 
and two patents. From the following particulars you are required 
to prepare departmental Trading and Profit and Loss Accounts 
to show the result of the trading in the General Dept., in Patent 
No ; 1 and Patent No : 2 for the year ended 31st December 1948. 


Stock, Ist January 1948 
„ General Department 
„ Patent No : 1 
„ Patent No : 2 
Purchases—General Dept. 
„ —Pavont No : 1 

„ —Patent No : 2 

Sales —General Dept. 
„ —Patent No : 1 

„ —Patent No : 2 

Chemicals supplied from 
General Dept, 
to —Patent No : 2 
„ „ --PatentNo: 1 
Wagos General Dept. 

„ —Patent No : 1 

„ —Patent No : 2 


Hs, a. p. 
40,000 0 0 
11,000 0 0 
2,5,000 0 0 
3.5,000 0 0 
4„500 0 0 
14,0(K) 0 0 
1,15,000 0 0 
25,000 0 0 
.56,000 0 0 


2.. 500 0 0 

1.. 500 0 0 
18,(KK) 0 0 
6,000 0 0 - 

12,000 0 0 


Phials, Labels, Carton^i, 
etc. Gem^ral Dept. 
„ „ Patent No : 1 

„ „ Patent No : 2 

Salaries (ORioc) 

Rent & Taxes (Factory) 

„ „ (Office) 

Gas and Electricity 
(Factory) 

Salesman’s (lommission 
Gas and Electricity 
(Office) 

Dis(^ount 
Advc:rtising 
Had Debts 
Printing and 
Stfitioncrv 


Rs. a. p 

6,000 0 0 

1.500 0 0 

3.500 0 0 
6,000 0 0 
6,4(K) 0 0 
5,000 0 0 

1.3.50 0 0 

6,000 0 0 

.500 0 0 
6,000 0 0 
1,400 0 0 
600 0 0 

500 0 0 


Apportion Factory Rent and Taxes, Gas and Electricity in 
the ratio of floor space occupied by the departments which is 
3 ; 1:2. Apportion all office expenses and other non-productive 
expenses in the ratio of sales effected by each department. .'Goods 
were supplied by the General Deiiartment to other departments 
at cost price. 

• 

Stock in hand on the 31st December 1948 

General^Department .. Rs. 32,000/- 
Patent No : 1 * .. „ 12,000/- 

Patent No : 2 .. „ 23,000/- 
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Trading and Profit and Loss Accotmt 


lodnural Det 

_ _ _ _ 

t. 

Patent No 

l{ Patent No. 

2 

Total 




1 Ra. 

a 

P 

Ra. 

a 

1 

P. 

Ra. 

a 

P 

Rs. 

ai p 

To Stock, JHt Jan. ’48 

40,000 

0 

0 

11,000 

0 

o: 

25,0fK) 

0 

0 

76,000 

0 

0 

„ I’urcliiwcH 

So,000 

0 

0 

4,500 

0 

0, 

14,000 

0 

0 


0 

0 

„ OornlH from other Dopt. 

1 



1,500 

0 

o! 

2,5(K} 

0 

0 

4,ooo; 0 

0 

„ J’hialH, Labola, (lartonn, 






' 







etc. 

0,<M)0 

0 

0 

1,500 

0 

0: 

3,.500 

0 

0 

11,000: 0 

0 

„ WagcH 

18,000 

0 

0 

6,000 

0 

0, 

12,(K10 

01 0 

3o,ooo; 0 

0 

„ Factory Rent &, Taxon 

2,700 

0 

0 

000 

0 

0 

1,800 

0| 0 

5,400 0 

0 

„ „ Gan & Electricity 

675' 0 

0 

225 

0 

0! 

4.50 

o; 0 

1,3.50| 0 

0 

„ Groan Profit c/d 

48,625 

1 

1 

0 

0 

11,375 

0 0! 

1 ! 

1 ' 

10,750 

0 


79,750 

0 

0 


1,51,000 

0 

0 

37,000 


ol 

1 

79,000 

0 

o! 2,67,000 

0 

0 

To Salary 

S,570 

0 

0 

7.50 

1 

i 1 

' i 

0 0, 

1,680 

0 

0 

6,000 

0 

0 

„ Kent and Taxes 

2,!>75i 0 

O' 625 

0 

0 

1,400 

0 

0 

5,000 

0 

0 

„ Gaa and Electricity 

207| 8 

0 

62 

8 

0 

140 

0 

0 

nooi 0 

0 

„ Printing and Stationery 

207 

8 

0 

62 

8 

o: 

140 

0 

0 

.500 

<> 

0 

„ Saleaman’a Comniiaaion 

3,.570 

0 

0' 7.50 

0 

0, 

1,680 

0 0 

6,000 

0 

0 

„ Diacount 

2,075 

0 

0 

625 

0 

oi 

1,400 

0 

0 

.5,(M»0 

0 

0 

„ Advertiaing 

833 

0 

0 

17.5' 0 

0 

.392 

0 

0 

1,400! 0 

0 

„ Bad Debts 

357 

0 

0 

75 


o‘ 

1 

168 

0, 0 

i 

6CK) 

0 

0 

„ Not Profit 

1 

33.750 

0 

0 

8,2.50 

0 

1 

o! 

i 

! 

1 

o 

cT 

o! 0 

! 

! 

.54,750 

0 

0 

• 1 

1 

. 1 

1 

48,625 

1 

1 

0 

0 

11,376 

0 

o! 

! 

19,7.50 

Oj 0 
1 

79,750 

0 

0 


Kxpenses have been ai>portioned in the ratio of 59'5%, 12'5% 
and 28%. 


I 


t 


\ 
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for the year ended 31st December 1948 



By Grous Profit b/d 


> 


General Dept. Patent i 

I — ————— 

I Bs. i a p Rh. 

I 1,15,000, 0 0. 25.000 

1 i i 

! 2,500 0 0i 

I 1,500 0: O' 

! 1 i 

I 32,000 0 0 12,000 

i i ! 


1,51,000 o\ o| 37,000 


48,625' 0 0 11,375 0 0 19,750 0 


I 1 I 


48,625 0 0: 11,37 
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Example: 

Jones & Co. carry on business as cement manufacturers at 
three centres A, B, and C. From the Trial Balance given below, 
prepare for the half year ended 31st December 1937, Trading 
and Profit and Toss Account for each centre, a General Profit 
and Toss Account and the Balance Sheet as on that date. 

The stocks at the different centres on 31st December, 1937 
were as follows :— 

A .. Rs. 7.140 4 6 

B .. „ 16,470 12 0 

C .. „ 9,224 6 0 

Depreciate Furniture and Fittings . .10% per annum 
Horse & Cart .. . 12^% ,, ,, 

Machinery .. . 20% ,, ,, 

Reserve on Debtors for Bad and Doubtful Debts—2|%. 

The Manager is entitled to 10% commission on net profit. 


Trial Balance as at 31st December 1937 


t 



Rs. a p 



Rs. 

a p 

Stock Ist July, 

1937 






Centre „ 


A 

6,66.S 10 0 

Expenses — 

B 

8,890 

2 6 

1* 

99 

B 

13,0.'>0 12 6 

f* ■““ 

C 

2,030 10 0 

• »* 

99 

C 

7,4.30 10 0 

ttopairt. 


7,332 

4 6 

Purohasea 

— 

A 

81,630 8 0 

Cn'ditors 


24,670 

6 0 


— 

B 

64,910 14 6 

Bills Payable 


10,860 

0 0 

*9 

— 

C 

I6,49r> 12 9 

Bad Debts — 

A 

144 15 6 

Wagea 

— 

A 

2."»,225 12 0 

>♦ 

B 

62 

8 9 

»» 

— 

B 

6,22,3 8 0 


C 

60 

2 3 

ff 

— 

0 

1,568 10 0 

Interest 


1,500 

0 0 

Salea 


A 

1„36,88.3 12 0 

Rent and Taxes 


4,800 

OO 


— 

B 

79..330 6 0 

Capital 


42,080 

0 0 

f9 

— 

C 

19,942 10 0 

Reserve Account 


27,500 

0 0 

Salaries 

— 

A 

7,970 0 0 

Furniture & Fittings 

760 

0 0 


— 

B 

678 8 0 

Horses & Cart 


2,600 

8 0 

99 

— 

C 

345 0 0 

Land & Buildings 


58,080 

0 ^ 

Discount 


A 

25,3 0 0 

Machinery — 


25,560 

0 u 

Loan 



60,000 0 0 

Debtors — 


47,380 

0 0 

Expcoiaes 

— 

A 

16,662 10 9 

Cash — 


13,262 10 0 


[for aolution tufogt 644, 645, 
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BRANCH ACCOUNT 

In order to serve the customers through their own organization, 
businessmen sometimes open Branch establishments at various 
centres. Branches may be opened in the same town or in other 
towns. Branches may also be established in foreign countries. 
*It is necessary that the accounts should be so arranged that the 
^ead Office can record in its own books results of the trading 
in the Branches. For that purpose the Branch has to send to the 
Head Office statement of the transactions from time to time. 
This enables the Head Office to incorporate in its own books 
business transactions of the Branches. It should be appreciated 
that Book Keeping should be so organized as to show not only 
the result of the business as a whole, but also the working result 
of each Branch. The relationship between the Brandi and the 
Head Office may vary according to the needs of the case. The 
simple Book-Keeping system, which is adequate for the trader 
with the single office, is naturally inadequate where several 
Branches are controlled from a Central Office. To devise suitable 
system of Branch Book-keeping, the follwing points should be 
, borne in mind ;— 

(a) It should be possible to ascertain the trading result of each 
Branch at any time. 

(b) Efficient checks on the Branch staff should be possible. 

(c) Materials should be available for making compari^ns as 
between the trading periods. 

(d) Suitable statistical returns should be devised for supplying 
informations regarding requirement of stock, orJers in 
hand, customers' complaints etc. 


Book-Keeping: • * 

Broadly speaking, branch account may be divided into three 
main classes :— 

(1) Where tne Jbranch Book-keeping is done at the Head 
Office, the branch supplying the necessary informations 
A from time to time. 

' (2) Where the branch keeps.its own books and at balancing 
time forwards a copy of its trial balance to the Head 
Office for incorporation in the Head Office books. 

(3) Foreign branches. 


[CorUinued on page 64€} 
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Departmental Trading and Profit and 


A Dopt. B I Dept. C 


Total 


To Sfcoek, 1 July 1937 
„ Pureliasea 
„ WasoH 
,, Oro»» Profit 


To tSalariea 
„ ExpcmHOH 
„ Discount 
„ KopairR 
„ Bad DclitH 
,, Departmental Nut 
l*rofit, carried to 
Ueueral P & L a/c 


Jla. i a' p 
e.fifiriJoi 0 
81,639; s; 0 
20 , 22 .’}; 12 0 
.50,.'>04' 2. 6 


1.64,026 


7,970 


Ka. ! a' p 
13,05012 e; 
64,91014, 6, 
6,225^ 8 0 
11,8131.5 0 

I I 


Ra. 


7.43010 0 


al p 


Rs. I a! p 
27,147 O; 6 


16,49.5 12 9 1,63,037, 3i 3 


1,56810 0 
3.671;15! 3 


33,01914, 0 
05,990 0 9 


o; 6 96,001, 2 0 29,167: ol 


0 0 


i * ' 

678, 8 0 


0 2,89,194: 21 


34.51 o! 0 8,9931 8 


16,56210 9 8,890 2 6, 2,03010' Oj 27,483i 7 

255; O' 0; ■ 

7,332; 4 fi! 

144 15, 6i 


18,2.39 


.50,.504 


3 9 


62 8 9 

I 

2,182,11 


60 2i 3 

; I 

' I ' 

ol 1,236. 3| 0| 

‘ I ' 




255 0 
7,3.32: 4 
267 10 


21,658 2 


2 ' 6' 11,813 15 ' oi 3.67l!l5i 3 I 65,990. 0 


General Profit and 


To Interoat 
„ Rent & Taxea 
„ Roiierve lV»r Bad 
& l>oubtful Dcbta : 

„ Depreciatiiui «if | 

Furniture AFixturt' 
10% on R.a. 7.50 
„ Horaea & Cart 12J% 
on Ra. 2600-8 
„ Machinery 20% t 

on Ra. 25.500 ; 

„ Manager’s Oommi- i 
aaioii ! 

,, Not Profit carried i 
to B/a 


I 

I 


I 

i 



I,. 500 ! 0 0 
4,800| 0 0 

I I 

> i l,184i 8 0 


I I 

37! 8' 0 

I j 

I 62 ! 8' 6 

i !. 

2,5.56, 0 0 

I ' 

1,037' 15 ' 6 


10,379 


21,658 


10 6 


2 6 











1/Oss Account for the half 5 rear ended 31st December 1937 

I Dopt. A 1 i^pt. n' Dept. C I Tutal 


Rs. ! a' p Rs. a; pi Ra. a' p Rs. I a p 
By Sales l,.'S6.88r> 12j 0 79,530 6 01 19.942 lo! o! 2,56,S58;12j 0 

! ] I I j '• 1 I 

..Stock. 31. I)rtc.l937| 7.14o' 4 6 16.47012: 0 9224 6| O; 32,8351 oj 6 


; 1,64,026 0 6 96,001 21 Oi 29,167 0 0 2,89.194 2| 6 

' _I_I I _ I 1_ . t 1 

i -I i '• I "j 

By Drofw IVofit l»/«l .W..')04 2 6 11,813 15 0 3,871 isl 3 67,990 0; 9 


.'>0..')04' 2 G ll.81.3'l6' o' .3.671'is' s' 6.7,99o' o! 9 


Loss Account 


By Total of balance of 
Jlepartmontal I 

P & L A/c. ! 


I 
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Jones & Co. 


Balance Sheet as at 31st December 1937 


J.iahilitiua Ha. ulp 

C'orntuitiaioa I 

outaliiTKling ' 

<‘n-«li<()ra ! 

lilllH 

I’avalil<t [ . 

l.oaii { I 

1 

I 

Hiwf'rvp I 


Capital 
AfJ<l I’rolit 


42,080 


o; 0 ; 


lo.aTO jioi 6 


I 

I 


Ha. aa' p! AHaota 
'Land and 

1,037 is, 0 Buildinga 
24,070 6 ! 


I 

10,800 0| Marliipfry 
60,000[ 0; |L«hh Dtipro- 
, ■ cintion 

27,G00' 0, OIlorHosand 
I i (Jart 


, 'Loh 8 Deprccif- 
I lion 
, ; Fuinitiirn & 

■ Fixturi*8 

52,40010' 6L<-«a l)»>pre(‘ia- 
; j i tion 

; 'stock-in-Tradi- 
I ' [Sundry Didit. 

' , Losa Rcsorvo 


ICash 




1,76,528! 


0- 01 


Hs. a ip Rh. . a p 

! 

1 58,080 0 0 

I 

i 

25.560' 0 0 
2,.5rj6 0 0 

- 2.1,004 0 0 

2,fM(0 8 0 

162 8 6 2.4.17 15 6 


7.50 0 0 ' ! 

37 8 0 712 8 0 

■ .12,835 6 0 

47.380 0 Oi , ' 

1,184 8 0 46,10.5. 8 () 

-1 —} ' 

; i ' 

. . j 13,26210 0 


1,76,528' (1 0 

J 


[Continued from page 645] 

1. Where Branch Book-Keeping is done at the Head Office: 

Tills is suitable iu cases where the branches take the form of 
mere retail sliups. Coods of every day requirement, w'hich are 
saleable iu all the districts alike, can be suitably dealt with under 
this type of branches. Branches are allowed to sell only on cash and 
arraivgements are made for the branches to remit the sale proceeds 
every day to the Head Office or to deposit it in the Head Office 
account in a local bank. 


Records at the Branch: 

The branch has practically nothing to do except maintaining 
a cash book and a petty cash book (for disbursements) and a 
stock book. The branch is not authorised to spend any money 
from its sale proceeds which, as has been mentioned above, is 
remitted to the Head Office in tact. For the disbursements of the 
branch, viz establishment, rent, lighting and heating, petty cash 
expenses etc., the Head Office sends cheques separately to the 
branch. In some cases, a petty cash under imprest system is 
maintained. In such cases branches are required to send the 
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Head Office daily or weekly “ Returns” which are suitably niled 
to give the necessary infomiatioiis to the Head Office showing 
daily cash takings, the amounts banked, remittances received 
from the Head Office, amounts spent etc. Further informations 
regarding the stock in hand and future requirements are also 
given. 

Records at Head Office: 

When goods are sent to a branch it is a mere transfer of stock 
from one place to another—it is not a sale. In the Head Office 
books, a separate account is oi)ened for eadi branch to which all 
transactions between the Head Ofhce and the branch are ] 50 sted. 
W’hen goods are sent to a branch, the Branch Account in the Head 
Office book is debited with the value of the goods and an account 
called “Goods vSu})pli«l to Branch Account” is credited. When 
the supplies to the branch are frequent, it will be convenient 
to maintain a special book called “Goods Supplied to Branch 
Book”. If there are several branches, this book may be so ruled 
as to have a sj^ecial column for each branch. 

Cioods Suiq)lied to Branches Book 

Rirliriilar Fnv. Tol.il l>olhi Mftdnm l^liomhay 

no. itrancli Krunch • Uranoh 

I ■ 


This book will be totulled up monthly and each branch account 
will be debited with ^he total of the particular branch column 
and the total column of this book will be posted to* the credit of 
the Goods Supplied to Branch Account. At balancing time the 
latter account with be closed by transfer to the Trading Account. 
The transfers to the branch must ngver be mixed up with the 
.nples figure in the Trading Account, but should be shown sepa- 
t I '♦^ly as otherwise, it will not be possible to find out the percen¬ 
tage of gross profit of the Head Office trading. 

Each branch account will also be debited with the remittances 
sent from the Head Office. The branches are credited with the 
remittances received from the branch and the cash book is debit¬ 
ed. Branches are also credited with any goods that may be 



returned to the Hedd Office. It may be convenient to have 
separate columns for each branch in the Head Office ca^ book, 
so that remittances from and to branch may be posted in the 
branch account in total once a month. When cash is received 
from the brandi. it is entered in the particular column maintained 
for it, as well as, in the Bank column. In the same way, when a 
cheque is sent to the branch, it is credited in the particular branch 
column in the cash book, as well as, in the Bank column. 

At balancing time the branch will send to the Head Office a 
statement showing the stock in hand aswell as the petty cash in 
hand to enable the Head Office to ascertain the trading result 
of the branch. A Journal entry is passed in the Head Office 
books debiting Branch Stock and Branch Petty Cash and 
crediting the Branch Account. The Branch Account will now 
show the profit or loss made during the period which is transferred 
to the Head Office Profit and Loss Account,thus closing the Branch 
Account. The Branch Stock and the Branch Petty Cash will 
appear in the Head Office balance sheet. At the commencement 
of the next period, the Branch Stock and the Branch Petty cash 
Account will be closed by transfer to the Branch Account in which 
the next year’s transactions will be entered in the usual way. 


Example : 

From the following particulars write up the Branch Account 
as it would appear in the Head Office books. The branch Sales 
are for Cash only. The goods sent tq branch are invoiced at 
cost price :— 


Stock—1st January , .. ' 

Goods sent to Branch 

Cheques sent to Branch for Sundry Expenses 

Rent and Taxes 

Salaries 

Remittances received from Brandi 

Stock—31st December 

Balance of Petty cash—Slst December 


Rs. 


19 

19 


12,000 

92,000 

600 

1,600 

12000 


„ 1 , 10.000 

„ 14,700' 

300 


I 





HtftdCMM Booki 


Branch Account 


19— 
J»n. 1 

,4 

iki 



Rs. 

a 

p 

! 10- 

— 


a 

p 

To Stock 

•12,000 

0} 0 

Dec. SI 

By Bank 

1,10,000 

0 

0 

1 „ Goods sent 

02,000 

0 0 

31 

„ Stock 

14,700 

0 

0 

„ Bank—Salaries 

12»000 

0 

0 

.. 31 

„ Potty Cask 

300 

0 

0 

„ Rent and Tax 

1,500 

0 

0 





Sundry Exp. 

; „ P. a L. A/o. 

000 

0 

0 






(Profits 



0 

i 

1 

. 






1 Transferred) 

1 

1 

7,000 








1,25,000 

0 

0 



1,25,000 

0 

0 

IB 1 

__ Sl. 





_ 




At the end of the year the “Branch Stock" and “Branch Petty 
Cash" Accounts are debited and the Branch Account is credited 
with the Stock and Petty Cash*. At the commencement of the 
next year, the Branch Stock and Branch Petty Cash Accounts are 
closed by transfer to the Branch Account. 

Where the Braneh sellf for e«eb and on credit 

Record at Branch : * 

Where the branch is allowed to sell both for cash and on 
credit, naturally the branch shall have to maintain a Sales Day 
Book and Sales Ledger in addition to the cash book mentioned 
above. The money which is remitted to the Head Office, will 
represent cash sales, ^ well as realizations from the debtors. 
Branch will periodically send additional informations to the Head 
Office regarding its credit sales. At the end of the year, the 
branch will supply the Head Office not only with its stock figure 
and petty cash in ^nd, but also the list of sundry debtors. 

\ In the Head Office, the Branch Account will be maintained as 
p.Mously—^the Branch being debited with all goods and cash 
sent and credited with the remittances received and goods returned. 
At the end of the year, the Head Office will credit the Branch 
not only with the stock and petty cash, but also with the debtors. 
Closing journal entries will be, as has been explained above. 
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At the commencement of the next year. Branch Account will be 
debited with the stock, the petty cash and the debtors. 

Branch assets will appear in the Head Office balance sheet 
as has already been noted. 

Example : 

Here are the transactions between a Calcutta Head Office and. 
its Patna Branch for the year ended 31st March 1948. 


Rs. 

Stock of Goods at Branch—1st April 1947 .. 5,000 

Sundry Debtors .. .. .. 10,000 

Petty Cash 50 

Goods Supplied to Branch .. 50,000 

Goods returned by Branch .. .. 2,000 

Remittances from Branch 

Cash Sales .. .. 8,000 

Collection from Debtors .. .. 48,000 

Cheques sent to Branch— ^ 

Salaries .. .. 3,000 

Rent , . .. 1,200 

Petty expenses .. 300 

- 4,500 

Stock at Branch—31st March 1948 .. .. 6,000 

debtors ,, 9,000 

Petty cash ,, ,, ,, •• 75 


Patna Branch Account 

U)47 » ]> : 1U48 j^!*. a p 

Apr. 1 To Stock .'>,000 0 0; Mar.31 B 3 ' Bank- ! 

„ 1 „ Suntlry J)cbtor« 0 O' C’nsh Sale ; 8,000,0 0 

1 „ Potty Cash 50, 0 ,0 „ 31 from Ucbtois j 48,0001 0 0 

1948 i ! „ 31 „ Hot urns I 2,000! 0 0 


Mar.31 „ Goods nuppliod , 30,000 0 01 

„ Jhmk—Salaries 3,000' 0 0 

Rent 1 , 200 ' 0 o' 

„ Potty Kxpoiwos 300 0 O' 

Profit & Loss , 

A/c. (Profit ' ' 

Traunforrcd) ; 3.32.>’' 0 0 

i 73,075 0 0, 

^___' _ I 


1»4S : ' ; 

Apr. 1 IToSttK'k : 6,000 0 o’ 

„ 1 1 „ Debtors : 9,000 0 o’ 

„ 1 1 II Potty Cash 75. 0 O' 


■ ' 

31 „ Stock—31.3.48 ! ti.OOO' 0 0 

„ Dt'btors ., 9,000l 0 0 

„ Petty Ctish 75j 0 0 

’ ^ .1 


--( 

73,075j 0 0 

- , I 


i i I 
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The Head Office could keep more elaborate record regarding 
the credit sale of the branch. Further infonnation in connection 
with the above example is obtained from the branch as below. 

Rs, 

47,460 
240 
178 
32 

In the Head Office books the accounts would be as follows. 


Credit Sales 

* Discount allowed to Customers 
Goods returned by Customers 
Bad Debts 


Patna Branch Goods Account 


1947 ! 

• Rb. I a| p 

! 1948 


Rb. 

a; p 

A|>r. 1 Tu Stock 

6,000i 0 0 

;Msr. 31 

By Cash Sales 

' 8,000 

0| 0 

1948 1 

! 1 
! ‘ 

1 >. 31 

„ Credit Sales 

1 47,4.'>0 

o! 0 

Mar. .31' „ Goods from H.O 

50,000; 0 0 

i „ 31 

, Returns to H.O. 

2,(KM) 

0 0 

„ Roturna Inward 

1781 0 0 

1 .. 31 

„ Stock 

1 6,000 

o! 0 

1 „ Gross Profit 

• 

i 


I 


j Transferred to 

1 



1 

1 

! Branch P & L 

! , 



j 

1 

i 

8,272; 0; 0 


• 

1 

i 

i 

1 

63,450j 0| 0 



! 63,4.'30! O' 0 

1 i i 


Patna Branch Expenses Account 


1948 1 

Rs. 


p 

Mar, 31 To Salaries 

iOOO 0 

0 

„ 31 ! „ Rent 

1,200 

0 

0 

„ 31 1 „ Potty Expenses 

275 

0 

0 

„ 31 i „ Discount 

240 

0 

0 

„ 31 j „ Bad Debts 

• 32 


0 

1 

! 

4,747 

“o 

0 


1948 
Mar* 31 



I 

I 


Traasfor to 
Bratwjh P. & L. 
A/c. 



1 Rs. 

a 

P 

4,747 

i 

0 

0 

4,747 

0 

0 


* 1 


'18 

Mar. 31 


Patna Branch Petty Cash 



’ Rs. 

a ,p : 

1948 


Rs. 

f a 

p 

To Balance 

50 

0. O.Mar. 31 

By Salaries 

3,000 Ol 0 



i 

31 

„ Rent 

1,2001 0 

0 

„ Bank 

4,500 

o 

31 

„ Petty Expenses 

275 

0 0 



} » 

. j . 

31 

„ Balance 

75 


0 


1 4,550 

i 1 

o; 0 ; 

' 1 


1 

4,650 

0 

0 
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Patna Branch Debtors Account 


iMi " 

! Ba. ta 

p 1 

1948 

Bs. 

a 

P 

Apr. 1 

To Balance 1 10,000 0 

O: Mar. 31 !By Cash 

o 

1 

0 


i 

, 

„ 31 ' „ DiHcount 

240 

0 

0 

Mar. 31 

„ Saieti ' 47,430' 0 

0: 

„ 31 ' „ Kotum Inward 

178 

0 

0 


' 


,. 31 ; „ Bad Debto 

32 

0 

0 


; 1 

i 

i 

„ 31 1 „ Balance 

I 

1 

9,000 

0 

0 

4 


i .57,460 0 

o‘ 

1 

57,450i 0 

1 

0 




1 

_ 




Patna Branch Profit & Doss Account 


"1948 
Mar. 31 


|To Branch Exp.A/c. 
I „ Head Office 
P. & L. A/c. 


lis. . a' p,{ 1948 

4,747 0; OiiMar. 31 


3 , 525 ; o! O' 


I . 


8.272 


0. Oj 

I 


By Branch Gooda 
A/c, (Grosa 
Profit) 


Rs. 

a p 

1 

8,272 

O; 0 

i 

8,272 

o| 0 


Where goods supplied to Branches are invoiced at selling price: 

Uptil now, it has been assumed that the Head Office invoiced 
the goods out to the branch at cost price. Sometimes tlie goods 
are invoiced at the selling price. This practice has two advan¬ 
tages—firstly, it acts as a check upon probable leakage of goods 
at the branch. As the goods have been invoiced at selling price 
wliat the branch cannot produce in cash, it should be able to pro¬ 
duce in stock. For instance, if the branch has been debited at 
selling price with goods worth Rs. 1,000 and the branch sale 
has been Rs. 750 obviously the stock in hand at the branch at 
selling price would be Rs. 250. If there ic a slight discrepancy 
in the closing stock, say for iust'auce, if the dosing stock on actual 
stock taking comes to Rs. 240, it will be necessary to make 
investigation. The second advantage is that when the goods 
are invoiced at selling price, the branch manager or other 
employees of the branch cannot know what profit the Head 
Office makes. Prom businessman’s point of view, this secrecy» 
is of some importance. \ 


Record at Branch: 

Record of the transaction in the branch books will be on the 
same lines, as has been indicated above. 



688 


ileoord at Head Qtfloe: 

The Head Office can maintain the '‘Goods Supplied to Branch 
Book" with double columns for each branch and double columns 
for the total showing the cost price and the selling price. The 
Branch Account in the Head Office book, in that case, would also 
be maintained in double columns—one column for recording 
cost price and the other for the selling price. When the 
accounts are closed at the end of the year with the necessary 
stock and debtors figures received from the branch, the selling 
price column will show no balance unless there is some 
discrepancy in the closing stock and the cost price columns will 
show the profit or loss of the branch trading. If the books are 
not kept in double columns, the recording of the transaction with 
the branch will be made in the usual way, the branch being debited 
with the goods and csedited with the stock at the selling price. 
The Branch Account cannot then bring out the profit or loss of 
the branch. It will be observed that the goods and the closing 
stock figures include the element of profit. It will, therefore, 
be necessary to bring those figures down to the cost price by some 
device. If the Branch Account was credit^ and the Goods sent 
f to Branch Account debited with the profit that the selling price 
of the goods include, the figures would be brought down to tlie 
the cost price. A Journal entry to that effect will; therefore, 
be necessary. As for the closing stock another JouruaJ entry, 
debiting the Branch Accotmt and crediting an accoutit called 
"Branch Adjustment Account" with the profit figure included 
in the stock, will be necessary. The debit figure in the Branch 
Stock Account and the credit figure in the Branch Adjustment 
Account (taken together,) will give the cost price of the stock at 
the branch at the clcfse of the y^r. This ^<x:k will appear in 
the Head Office balahce sheet. At the commencement of the 
next year Branch Stock Account will be transferred to the 
Branch Account but the credit balance in the Branch Adjustment 
Account will remain till the end of the year when it will be closed 
by transferring to the credit of Jhe Branch Account. This 
^^iU have the effect of reducing tiie opening stock of the branch 
f \ % ,the cost price. The goods supplied to branch and the closing 
stock will be dealt with as has bm already indicated. 
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Goods Sent to Branch Book 



Example : 

A Head Ollicc in Calcutta sends goods to its Branch at Delhi 
invoicing the goods at 25 per cent above cost price. From the 
following particulars write up the Branch Account in the Head 
Office books. Also make necessary adjustments for ascertaining 


the result of the branch trading. Rs. 

Stock on 1-4-48 .. ^ .. 16,000 

Debtors .. .. * .. 17,600 

Petty Cash in band .. .. 40 

Goods Supplied to the,Branch .. 100,000 

Remittances from the Branch 

Cash Sale .. .. 21,460 

Collection from Debtors .. 76,000 

Goods returned by the Branch • .. 1,000 

Cheques sent to the .Branch—Salary 3,000 

Reiit 1.200 

Sundry 

Expense 200 

- 4,400 

Stock on 31-3-49 .. .. 20,000 

Debtors .. .. 16,000 

Petty Cash in hand .. ... 60 
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Adjusting entries will be necessary to bring the price of 
goods down to the cost price. As 26 per c^nt has been added to 
the cost price it will be necessary to t^e off 20 per cent from the 
invoice price in order to eliminate the loading that was given to 
the cost. (Cost 100-1-25=126, 125—25=100) 




Delhi Branch Account 


{ 

Apr. I 'To Stock 
„ r Debtors 
„ 1' „ Petty Cash 
Ii)49 

Miir.'U „ Gou<ls supplied 
„ Batik—Salary 
Rent 
Sundry 
Exp. 

,, Goods Siii>plied to 
! Branch A/c 
' „ Branch Adjust* 
nicnt A/e 

„ Profit & Loss .-\/c 
■ (Profit transferred) 


Ks. I at p|; 1040 I 
15,000: o! 0!Mar.31iBy Bank 
17,000' 0; 0:i „ 31: Cash Sales 


40; 0! Oi 

I I 

< I 

1,00,000: oi 0 
3,o(M)' o: 0 
1 , 200 ’ 0 ; 0 | 

200; Oi 0; 

• . > M 

200; O' oi 

. !i 

4,000' 0 o' 

' ! 

14,300, O: % 


l,.'>.’'>,500i 


I -.1 


0 ; 0 , 


31, Pntm Debtors 

31 „ Goods returned 
31 „ Stock 
31 „ Debtors 
,, Potty Cash 
31 i „ Branch Adjust¬ 
ment A/o 
,, Goods Supplied 
to Branch A/o 


Goods Supplied to Branch Account 


To Delhi Branch Kvlurii 
,, „ Adjustment 

„ Trading A/c 


Its. a> p 1040 
1,000 0, 0 .\Iar.31 By Delhi Branch 


20 , 000 , 0 , 

70,200 0 


O' 

0 . 


31 


Delhi Branch 
Adjustment 


its. ai p 

21,4,')0 0 0 
75,000, Oj 0 

! I 

l,<HKfi Oi 0 

20,000 o; 0 

15,000 oI 0 
5o; 01 0 

■ I 

; ! 

3,000 0| 0 

! 

20,000 Oj 0 

! I 

I 


1,00,200, 0 0| 


1,55,.500 

0 

0 


■ 

' 




its. 

a 

i) 

1,(J1»,000 

0 

• 

0 

200 

0 

0 

ri- , --- 

, ^ 

- 

1 I.0is2(K) 
1 

0 

0 


Delhi Branch Adjustment Account 


1040 : 

Its. 

ft 

p 

1048 


Its. a, p 

Mnr.31;To Delhi Bran h A/c 

3,000 

0 

0 

Apr. 1 

By Balance 

3,0{Mf 0 0 

„ 31 To Balance c/d 

4,000 

0 

0 

Mar.31 

„ Delhi Branch 

4,00ff; 0 0 

A 

7000 

0 

0. 

1 

• 


7oooi o! 0 

1 

A 



1 

1940 


1 i 

\ 



1 

I 

Apr. 1 

By Balance b/d 

4000; oi 0 

1 i 


The Branch Stock Rs. 20,000 less the Branch Adjustment 
Rs. 4,000 gives the Stock at Branch at cost price Rs. 16,000, 
This figure will appear in the Head Office Balance Sheet. 








Alternative method 


66a 






i 
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On theory the invoice price columns ^ould be equal. In this 
case there is a difference of Rs. 50 which means apparent loss. 

The Credit Sales Rs. 72,500 is ascertained by means of a total 
account thus— 


, Delhi Branch Debtors Account 

.. 


Apr. 1 
1940 

- - 

To Balanoe 

Rs. 

17,500 

a' 

0 

11 

r 1^9 1 

Mar. 3i ;By Cash 

Rs. 

76,000 

•1 P 
0 0 

Maf.SI 

Credit Sales 

72,500 

0 

i 0. 

! ! 

„ Balance 

16,000 

o’ 0 



90,000 

1 

o' 

1 

i 1 
!_! 

1 

I 

90,000 

IV 


Where the branch trades independantly 

Branches are sometimes given power to do trading indepen¬ 
dantly. They are then authorised to* make purchases themsdves 
whenever necessary instead of depending entirely on the supplies 
they receive from the Head Office. Transfer of goods between 

* the Head Office and the branch may even -be sometimes in the 
/reverse direction, that is to say, branches may occasionally pur- - 

chase goods for the Head Office, which are forwarded there. 
In such cases, it is common to find that the branches have power 
to run the business themselves almost independantly, although 
under the control of the Head Office. Unlike in previous cases, 
branches do not remit the sale proceeds to the Head Office, 
because for independant trading the branch will need v orking 
capital. Surplus fund, no doubt, is occasionally transferred to 
Head Office while the Head Office also sends funds to the branch 
whenever the branch it in need. • 

t 

RseoTds at Bnneh: 

Naturally in this case a complete set of books, the Purchase 
Book, the Sales Book, the Ledgers, the Cash Book etc. are main¬ 
lined at the branch. In the branch ledger, an account in the 
ii^me of the Head Office called the Head Office Account will be 

* t Wtained. At the end of the year, the branch will prepare its 
1^^ Balance, Trading and Profit and Loss Account and the 
Balance Sheet. The Head Office Account in the branch book 
takes the position of capital account in case of an ordinary trader. 
The profit or loss of the branch at the end of the year is transferred 
to the Head Office Account. The Head Office Account in the 
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branch book shows a credit balance. The branch will forward 
to the Head Office the trial balance for the trading results to be 
incorporated in the Head Office books. 

The branches may pass through its Purchase Day Book the 
goods received from the Head Office. In that case, the Purchase 
Day Book should be so ruled as to maintain a separate column 
for the goods received from the Head Office. The total of that 
column will be posted montldy to the credit of the Head Office 
Account. Or else a separate book, called 'The Goods Received 
from the Head Office Book' may be kept. 

Remittances Account: 

To reduce its indebtedness, the branch will, from time to time, 
send remittances to the Head Office. Practice in this respect 
varies. Round sum may be forwarded at intervals or frequent 
remittances of small amounts may be made. • In the latter case, 
it will be convenient to maintain a separate remittance book 
from which periodical totals will be transferred to the debit of the 
Head Office Account. This has the advantage of keeping 
detailed record out of the Head Office Account, 

Records at Head Office : 

In the Head Office ledger, there will be an account for each branch. 
Goods or money forwarded to the branch will be debited to the 
Branch Account and remittance or goods returned or goods sent 
by the branch to the Head Office will be i)ut to its credit. The 
Head Office Account in the branch book and the Branch Account 
in the Head Office book will contain indentical records, only the 
sides are reversed. The branch constantly remains a debtor to 
the Head Office in the Head Office books, wnile in the branch books 
the Head Office will always remain a creditor witli identical 
balance. If on a particular day the balances differ, thatisbecause 
goods or remittances forwarded take time to reach the destination. 
The balances will differ only so long as the goods or remittances 
remain in transit. 

On receipt of the trial balance at the end of the year from the 
branch the Head Office will incorporate the figures in its own 
books. A Branch Trading and Profit and Doss Account wiU also 
be prepared. The following journal entries will be necessary 
for the purpose :— 

(1) All items that go to the debit of the trading account 
will be put to the debit of the Branch Trading Account 
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and the Branch Account will be credited with like 
amount. 

(2) All items that go to the credit of the Trading Account, 
will be put to the credit of the Branch Trading Account 
and the Branch Account will be debited w'itli like amount. 

0 

4 

(3) The Branch Trading Account will be debited and the 
Branch Profit and Loss Account will be credited with the 
gross profit. 

(4) Branch Profit and Loss Account will be debited with all 
items of revenue nature and the Branch Account will be 
credited. 

• 

(5) Branch Profit and Loss Account will be debited and tlie 
general Profit and Loss Accodnt will be credited with the 
profit of the branch. , 

(6) All assets appearing in the branch ^rial Balance will be 
posted in the respective asset accounts in the Head Office 
books and the total will be put to the credit of the Brandi 
Account. All liabilities appearing in the Trial Balance will 
be posted to the respective liabilities accounts,in the 
ledger and the total amount will be posted to tlie dehit 
of the Branch Account. The Head Office balance sheet 
will include all the assets and liabilities of the branch. 
At the commencement of the next financial year, the assets 
of the branch will be transferred from the respective 
accounts to the debit of Jhe Branch Account in total. 
In the same wdy, liabilities will also be credited in total 
to the Branch Account. 

Example; • 

From the following Trial Balance yf the branch books, prepare 
ime necessary Journal Entries to incorporate the figures in the 
-fcad Office books and show the final accounts in the Branch 
1 Tiger and also in the Head Office Ledger 
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Branch Trial Balance as at 31st December 19— 


Furniture and Fittings 
8t<ick on Ist January 19 
Goods received from Head Office 
Ptirchases 
Sales 

RetumH Inward 
Salaries 

Returns to Head Office 
General Expenses 
Kent and Taxes 
Sundry Debtors 
Sundry Creditors 
Head Office Account 
Cash at Bank 
Cash in hand 
: Freight and Packing 
I Bad Debts 
i Discount 
I Bills Ilecoivablo 


Bs. 

2,400 

1S.000 

92.000 

16,000 


Ra. la ,p 


1.25,000! 


vvrvi 

13,000 

w. \ 


• 


1,200 0 

0 

1,000 

0 01 



1,200 

0 0: 



15,000 

0 oj 

4,000 

0 

0 


i 36,800! 0 

0 

11,000 

Oi 0 



100 

0 0 

1 

I 


75 

0 0 



126 

0 0 



800 

0 0 



1,000 

0 0 



1,67,000 

0 Oj 1,67,000 

1 

1 1 

0 

0 


jStock 3lst Deccmhir 19— Rs. 21,000 



oo I o I 














Head Office Jotunal 

Dr. Cr. 




Bs. 

1 a 

1 p 

Rs. 

1 a 

1 B 

Branch Trading Account 

To Branch Account 

Stock, Ist Jan*19— 

Bs. 13,000 

1,19,875 

i 

1 

1,19,876 

1 

B 


Goods from Head Office 

„ 90,800 







Purchases 

„ 10,000 







Freight A Packing 

.. 75 







jBeing Branch Trial Balance figures brought in 







Branch Account 



1 

K 




To Branch Trading Account 





0 


Sales 

Bs. 1.24.700 






Stock, 31st Dec. 19— 

Being Branch Figure brought in 

„ 21,000 







Branch- Trading Account 


25,826 

K 





To Branch Profit A Loss’ Account 




26,825 

m 

W|1 

Being transfer of Gross Profit 







Branch Profit A Loss Account 


16,126 


0 




To Branch Account 

• 



16,125 


Vi| 

Salaries 

Rs. 13,000 






General Expenses 

„ 1,000 







Rent A Taxes 

„ 1,200 







Discount 

„ 800 







Bad Debts 

Being Branch Expenses brought in 

« 126 







Branch Profit A Loss Account 

To General Profit A Loss Account 

Branch Profits transferred 

9,700 


0 

9,700 




Branch Furniture A Fittings Account 

Rs. 2,400 




• 



„ Cash at Bank 

„ 11,000 





• 


„ in hand 

.. 100 







„ Sundry Debtors 

„ 15,000 







„ Bills ^ceivable ^ 

1,000 







„ Stock 

„ 21,000 







To Branch Account 







o 

Being the incorporation of Branch assets 






Branch Account • 

• 


m 

El 




To Branch Sundry Creditors 







0 

Being the incorporation of Branch liabilities 




• 




61 
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In Head Office I^edger 


Branch Account 


19 . 


Ra. 

a 

p. 

19 . 


Rs, 

a 

p 

Jan. 1 To Balance 

ld,500 



By Goods Returned 

UOO 

0 

0 

Dec.31 

„ Goods 




„ 31 

„ Cash 

70,600 

0 

0 

31 

„ Branch TradingA/c 

1,45,700 

K 

H 

„ 31 

„ Branch Trading 




31 

„ Branch Liabilities 


Ml 

m 


A/o 

1,19,875 


0 






„ 31 

„ Branch Profit & 










Lobs A/c 

16,126 

0 

0 






,. 31 

„ Branch Assets 

50,500 






E 

E 



2,58,200 

0 

« 

19 





19 . 





Jan. 1 

To Branch Aaaeta 




Jan. 1 

ByBranch Liabilitoa 





transferred 

60,500 


i 


transferred 

4,000 

0 

0 


Branch Trading and Profit & Loss Account 


Ttt . 

Doc.31 


To Branch A/c 
, Stock 

, Qoods From Ra. 
H.O. 92,000 

Leaa Roturna l,200j 


„ i/iirohaaes 
„ Freight & Packing 


»» 


Balance o/d 
(Qroaa Profit) 


Ra. I a| |)| 19 


13,000; 0 0 


90.800| 

16.000I 0| 


J I 


Dec.Sl’By Branch A/c Ra. 

„ Salea 1.25,000j 
„ Leas Returns 3(H)( 

Stock 


■ 

75 0; 0 
01 


25,825 01 


1,45,700 0! Oi 


To Branch A/u 
„ Salaries 
„ General Exponaes 

/f 


Rent & Taxes 

l,200j 0 

01 

Discounts 

800! 0 

Oi 

Bad Debts 

1261 0 

0 

H.O. P. & L. A/c 

i 

1 

1 

(net profit) 

9,700! 0 

1 

: 

0 


13,000 

1,0001 


25,825| 0, 0: 


Ra. 


1,24,700 

21,000 


a' p 


0 

0 


1,45,700! 


By Gross Profit b/di 25,825| 


0 


26,825; 


O' 0 
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In Branch Books 

Trading and Profit and I^ss Account for the year ended, 

31st Dec. 19—. 




Rs. 

a p 


Hs. 


a 

p 


To Stock 1 Jan. *19 

13,000 

0 0 


By Sales 1,25,000 





„ Goods from Bs. 

1 

• 


Less Returns 300 

1,24,700 

0 

0 

JL 

H. Office 92,000 

' 







1^88 Returna 1,200 

90,800 

0 0 


„ Stuck—31 Doc.19 

21,000 

0 

0 


,, Purchases 

16,000 

0 0 







„ Freight 8c Packing 

75 

0 0 







„ Gross Profit c/d 

25,825 

0 0 

1 


. 






1,45,700 

0 0 



1,45,700 

0 

0 


To Salaries 

13,000 

0 0 


By Gross Prf)fit b/d 

2.5,825 

0 

0 


„ General Expenses 

l.OfM) 

0 0 







„ Runt & Taxes 

1,200 

0 0! 







„ Discount 

• 800 

Oi O' 







„ Bad Debts 

125 

0i oi 







„ Head Office A/c 


i i 







(Net Profits 









transferred 

9,700 

0 ol 
- f 








25,825 

0 Ol 

■ 1 



25,825 

0 

0 


Balance Sheet as at 31st December 19—. . 


Liabilities 

Rs. j a 

p 1 Assets 

a Rs. 

1 ® 

p 

Sundry Crt»ditor8 

4,000 0 

0 Ciish in hand 

• 1001 

! 0 

0 

Head Office Account Rs. 

1 

„ at Bank 

11,000 *0 

0 

Balance 31st Dec. 36,800 


i Bills Receivable 

1,000 

1 o’ 

0 

Add Profit 9,700 

46,500 0 

0'Sundry Debtors 

15,000 

i oi 0 

! 

• 

Stock 

21,000 

0 

i 0 


. 

Furniture & Fittings 

2,400 

,0 


50,500' oi 

• 1 I 

0 

• 

50,600| 

Oj 0 


In the Head office ledger, the Branch Account is opened at the 
commencement of the next year by transferring the Branch 
Assets and Branch Jiabilities. It will be observed that the balance 
agrees with the Head office balance in the Branch Ledger. 


'\ods 

' It 


)ods and Remittances in Transit: 

has been mentioned above that normally, on a particular 
day, the balance standing in the Head Office Account in the branch 
book and the Branch Account in the Head Office book w'ill be the 


same. But when goods or remittances has been sent and balances 
are taken before these reach the destination, naturally the figures 
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in the branch book and the Head Office book will differ by the 
amouht which represents the goods or remittance in transit on the 
balancing date. When the Head Office forward goods to the 
branch, the Branch Account is atonce debited but the branch 
will not credit the Head Office Account till the goods are received 
there. Similarly the Head Office Account (or the Remittance 
Account) will be debited in the branch book as soon as remittance^ 
is made but the Branch Account in the Head Office books will not 
be credited till the remittance is received at the Head Office. 

Therefore, before the final entries can be‘made, the Current 
Accounts and the Remittances Accounts must be made to agree. 
The remittances received at the Head Office after the closing day 
of the trading period must be transferred from the Head Office 
Account (or the Remittance Account) and put to the debit 
of Remittance in Transit Account in the. branch book. In the 
same way, goods received by the branch after the closing day 
should be transferred from the Branch Account and put to the 
debit of Goods in Transit Account in the Head Office book. 
These adjustments will be made by Journal entries and the “in 
Transit'' items will appear in the Balance Sheet, At the beginning 
of the next period tlie “in Transit” Account will be closed by 
transferring to the Branch Account in the Head Office book or the 
Head Office Account in the branch book as the case may be. 

Examptd : 

The following are the Trial Balances prepared from the Branch 
and Head Office books. Show the Head Office Account, Trading 
and Profit & I,oss Account and the Balance Sheet in the Branch 
books. 

Also give the Branch Account, and the. Journal entries neces¬ 
sary to enable the Head Office to incorporate the figures of the 
Branch Trial Balance into its own books, and prepare a combined 
Trading and Profit & IvOss Account and Balance Sheet in the 
Head Office books. 
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Trial Balance as at 31st Itecanber 10—. 


Head Office Branch 

Dr. _ On _Dr._ Cr. 



Rs. 

Rs. 

Rs. 

Rs, 

Stock, Ut Janury 19— . . 

26,000 


5,000 


Purchases 

1,30,000 


16,000 


[Doods sent to Branch .. 


48,000 



^oods received from H.O. 





Salaries 

18,000 


6,000 


Sales 


1,20,(KX) 


78,400 

Furniture 

8,000 


2,000 


Land & Buildings 

46,000 




Discount 

1,600 


300 


General Charges 

1,400 


400 


Freight 

400 


200 


Sundry Debtors 

32,000 


8,000 


Runt a Taxes 

6,000 


3,000 


Branch Account 

15,640 




Hoad Office Account • • « 




0,640 

Cash in hand 

360 


40 


Cash at Bank 

12,000 


7,000 


Bills Payable 

• 

2,000 



Sundry Creditors 


16,000 


3,000 

Capital Account .. .. | 

i 

a 

1,09,190 



i 

1 

1 

1 

2,95,100 

2^6,190 

00,940 

90,940 


Stock—31st December 19— 

Head Office—Rs 27,000 
Branch—Rs. 12,000 


The Head Office forwarded goods worth Rs. 4,000 to the 
branch on the 29th December which reached the branch after 
the 31st December. • , 

The branch remitted Rs. 2,000 to the Head Office on the 
last day of the year. 

It will be necessary to make adjustments in the Head Office 
and the branch books. 


1 


the Head Office books 
[Goods in Transit Account 
To Branch Account 


Dr. 4,000 

4,O0<)~ 


In the brandbi book 

Remittance in Transit Account Dr. 2,000 

To Head Office Account 


2,000 
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The effect of the adjustments in the Trial Balances will be as 
follows. 

In the Head Office Trial Balance Dr. 

Branch Account 11,640 

Goods in Transit to Branch 4,000 

In the Branch Trial Balance 
Head OHice Account 

Remittance in Transit to H.O. 2,000 

In the Branch Books 
frading and Profit & Loss Account for the Year ended 31st Dec. 19— 


Cr. 


ll,64(r 


To Stock, 1 Jail. 19—. 

„ ViirckaHUH 

„ (joo<lH from Hond ORico 
„ OroMB Profit c/d 


To SalarioH 
,, Discount 
„ OcnornI HxjKmses 
„ Kroigiit 
„ & Taxes 

„ I load Office A/c—(Not 
I’rofits Transferrod) 

« 


Its. 1 

a 

P 


■ 

Rs. 

ftl 

p 


0 

0, 


Sales 

78,400 

0 

0 

lo.ffiJO, 

0 

0 


Stock, 3isb Dec. 19—. 

12,000 

Oi 

0 

44,W)0; 

0 

0, 



1 

1 

1 


2«,4(K)' 

0 

0, 

' 



1 

1 


90.4(iu; 

0 

(»; 

1 



00,4(M) 

0 

0 

6,ooo: 

0 

o‘ 

B.V 

Gross Profit b/d 

26,400 

' 

0 

0 

300 i 

0 

<», 





4oo; 

0 

0 






20(j: 

0 

0 




i 


3,<K)0| 

0 

0 




1 


I6,r>oo; 

_1. 

0 

0 




i 


2fl,4(M)j 


" 



26,400j 

6 . 

0 


Balance Sheet as at 31st December 19—. 

1 


Liabilities 


Rs. ! a p 

AsSet'H 

Rs. a 

p 

Sundry Creditors 


3,000 0, 0 

Cash in hand 

40 0 

0 


1 1 

Cash at Banlt 

7,000 0 

0 

Head Dflico Account 

Rs. 

= t ■ 

Remittance n Transit 

2,000 0 

0 

Balance 

9,540 

! 

Sundry Debtors 

8,000| 0 

0 

Add UomittancoB in 


1 1 

Stock 

12,000 0 

0 

Transit 

2,000 

. \ 

i i i 

Furniture 

2,000, 0 

0 


11,540 

! ! ! 

1 

1 

} 


Add Profit 

I6,.500 

28,040 0 0, 


1 




31,040 0 0, 

. 1 ! 

1 

1 

1 

31,040| 0 

» 

1 

0 
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Head Office Journal 


Dr. Cr. 


■’ ” 


Rs. 

a 

p 

Rs. 

a 

p 


Branch Trading Account 

64,000 

0 

0 





To Branch Account 




64,000 

0 

0 


Being the incorporation of the following items 








Opening Stock .. Rs. 5,000 

Purchases .. „ 15,000 

Goods from Head Office .. ,, 44,000 







ifiranch Account 

00,400 

0 

0 





To Branch Trading Account 

Being the incorporation of the following items 




90,400 

0 

0 


Salcji .. Rs. 78,400 

Closing Stock .. „ 12,000 







Branch Tradine Account 

26,400 

0 

0 





To Branch Profit A Loss Account 




26,400 

0 

0 

'Being transfer of Gross Profit 







'Branch Profit A Loss Account 

9,900 

0 

0 





To Branch Account 

Being the incorporation of the following illbms 




9,900 

0 

0 


Salaries .. Rs. 6,000 

Discount .. „ • 300 

General Expenses .. „ 400 

Freight .. ,, 200 

Rent A Taxes .. ,, 3,000 « 








Branch Profit A Loss Account 

16,600 

0 

Qi 





To General Profit A Loss Account 




16,500 

0 

0 

Being transfer of Branch profit 
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Combined Trading and Profit & Loss Account 



Head Office 

Branch 

Total 

. 


To Stock 1 Jan. 19—. 

20,000 0 0 



|Q 


„ Purchases 

1,30,000 0. 0 


■DID 




„ Goods from Head Office 

1 ! 


■fJJyW 



„ Gross Profit o/d .. 

40,000j O: 0 



Bg&tt 






n 


E 

„ Salaries .. .. 

■■M 


M 



0 

„ Discount 


300 

ol 0 


0 


„ General Expenses 



o: 0 



0 

„ Freight 



0| 0 


0 

0 

„ Kent A Taxes 



0; 0 



0 

tt Net Profit carried to Capital A/o .. 

KgDER 

Hlw 

m 



0 


40,000' 0| 0 

!_ ' 

26,400 






Balance Sheet as at 


Liabilities 


Sundry Croditers 
Bills Payable 
Head Office Account 
Capital Account— 

Balancr on 1st Jan. Rs. 
Add Profit „ 


Head office 


Branch 


Total 


1,09.100 

29,200 


ie,ooo| 0 0 
2,0001 0 0 

I I 


1,38,3901 


1.S6.300 


0 0 


O' 0 


3,000 

28,040 


o; 0 
0 oi 


19,000 

2,000 

28,040 


1,38,390 


0 | 0 . 
o: 


0 


.31.040 


ol o! 1.87.4301 


0 
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for the yoftr ondod Slst Dec. 



Head 01 

1 

e 

\ 

Branch 

. \ 

Total 



Bj Sales 


V 

G 

Knfnlfl 

0 

1,06,400 

0 

0 

„ Goods to Branch 

44,000 




I 


4,4000 

0 

0 

,, Stock 

27,000 




0 

30,000 

0 

0 

Goods in Transit 

4,000 






4,000 

0 

0 











1.05,000 

0 

0 

00,400 

0 

0 

2,86,400 

0 

0 

By QroBB Profit b/d 

40,000 

0 

0 

26,400 

. 

0 

0 

66,400 

0 

0 

• 

40,000 

0 


26,400 

» 

0 

66,400 

0 

0 


31st December 19—. 


i ' 

Assets j Head Office • Branch Total 


^-! 

Cash in hand .. • • ! 

350i 

Oj 

0 

40 

0 


300 

0 

0 

Cash at Bank . • ! 

12,0001 

o: 

0 

7,000 

0 

a 

10,000 

0 

0 

Remittance in Transit .. .. | 


I 


2,000 

0 

0 

2,000 

0 

0 

Sundry Debtors .. • • 1 

32,000! 

o; 

0 

8,000 

0 

0 

40,000 

0 

0 

Stock .. .. 1 

27,000 

0 

0 

12,(K>0 

0 

0 

S0,000 

0 

0 

Stock in Transit 

4,000 

o! 

0 




•4,000 

0 

0 

Furniture 

8,000 

0 

0 

2,000 

0 

0 

10,000 

•0 

0 

Land & Building 

45,000 

0 

0 




45,000 

0 

0 

Branch Account 

28,040 

0 

0 

» 

1 



28,040 

0 

0 


1,56,300 

0 

0 

31,040 

0 

0 

1,87,430 

a 

0 

a 
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Balance Sheet (Ordinary form) as at 31st December 19—. 


liiabilitius 


■ Rb. 

a 

p, 

As-scts 

1 

Ra. 

a 

p 

Sundry Orodit<»r8 

Rs. 




CaHh in hand 

Rs. 




Head Offieo 

16,(K)0 




Hoad Office 

350 




Branch 

.3,0(X) 

19,000 

0 

0 

Branch 

40 

390 

0 

0 

BiIIh Payable 


2,000 

0 

0, 

Cash at Bank 










Head Office 

12,000. 



r 






Branch 

7,0fK), 

19,000 

0 

"o 

Capital Aocount 





— 

—-. 




Balance on 1 Jan. 

1,09,190 




Sundry Debtors 

t 




Add Profit 

29,2fX) 




Hoad Office 

32,000 




- 


1,38,390; 0 

0; 

Branch 

8,000; 

40,000 

0 

0 






k—Hoad office 

27,000' 








' 

Branch 

12,000. 

39,000 

0 

0 





i'Kcmittnnoc in Trensit i 

2,000 

0 

0 





j 

OondH in Tramit 

\ 

4,000 

0 

0 





i 

Furniture Head Office 8,000’ 








t 

1 

Branch 

2,000 

10,000 

0 

0 



' 



Land ft Building 


4.5,000 

0 

0 


1 

1 

1 

1,59,390 

0 

Q 



1,59,390 

0 

0 


FOREIGN BRANCHES 

Business houses sometimes extend their activities to foreign 
countries where business is done through tlieir own branch estab¬ 
lishments. Ill such cases, a problem arises due to the fact that 
the transactions in the Head Office and the transactions in the 
Branch take place in two different currencies. So far as the 
branch's own business is concerned, no difficulty will be experienc¬ 
ed but for every transaction with the He-'id Office the question 
of exchange will arise. While the Head Office will be recording 
such transactions as goods sent to Branch, remittances sent to 
Branch etc. in rupee currency, the Branch in the foreign country 
shall have to record the very same transactions in the local currency 
after the rupee amount is converted into the local currency. 
When at the end of the year the Branch sends its Trial Balance 
to the Head Office, the Head Office shall have to incorporate the 
branch figures into its books after converting each item into 
rupees. This exchange problem raises some difficulties. 
Currencies of some countries are more or less stable while in other 
countries the exchange rate may fluctuate sometimes violently. 
When the exchange rate is stable the conversion does not raise any 
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great problem, but still, when converted, the Branch Trial Balance 
will show some little difference because the rate of exchange in 
every case does fluctuate within narrow limits. That difference 
will be written off to the Profit and Loss Account. When the rate 
of exchange between the Head Office currency and the Branch 
currency fluctuate constantly, conversion of all the items of the 
j^ranch Trial Balance at the rate ruling on the closing day of the 
year will not give satisfactorj' result. In such case the following 
principles for the conversion should be followed :— 

(1) Fixed assets and liabilites should be converted at the 
rate ruling on the day when they were acquired or incurred. 

(2) Revenue items shouM be converted at the average rate 
of the period. 

(3) Floating assets and liabilites should be converted at the 
rate ruling on the closing day of the year. 

(4) The Head Office Account should be converted at a rate 
which will bring about the figure appearing in the Branch Account 
in the Head Office books. • 

In cases where fluctuations are wide, it will be a better plan 
to convert the revenue items at the end frf each month at the 
average rate of the month instead of at the end of ,the year. 
It will be observed that the figures in the Branch Account in the 
Head Office books and in the Head Office Account in the Branch 
books, as well as the remittances are kept the same bccaiKse each 
of the two accounts show identical records. After the revenue 
items have been converted whatever difference the Trial Balance 
shows is transferred to the Profit and I<oss Account either as 
Profit or Loss on Exchange. 

The figures of the Branch Trial Balance after being converted 
into home currency v^ll be incorporated into the Head Office 
books. 
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EXERCISES 

1. What are the main classifications of Branch Accounts ? 

2. How are goods supplied to Branch by Head Office dealt 
with ? 

3. Give rulings of the Branch Supplies Book. 

4. What are the advantages and disadvantages of invoicing 
goods sent to Branch at (a) cost price, (b) selling price. 

6. When goods sent to Branch are invoiced at selling price, 
how are they dealt with in Head Office books. 

6. What adjustments should be made by the Head Office at 
the end of the financial year when goods sent to Branch are 
invoiced at selling price. 

7. What books of accounts should a branch maintain when 
it sells both on cash and on credit ? 

8. What periodical returns should a branch send to the Head 
Office. 

r 

9. What is "Inter Branch" transaction ? How are they dealt 

with ? '■ 

10. Give the entries necessary to incorporate the Branch Trial 
Balance into thj Head Office books. 

11. How are the figures of the Foreign Branch Trial Balance 
converted for incorporation in the Head Office books ? 

12. The X.Z. Co., of London, has a Branch at Newcastle-on- 
Tyne.Goods sold at Newcastle are supplied from London, 
but no charge is made in the books as between the Branch and 
Head Office. On 31st December, the Branch Balance Sheet, 
after closing the books, was as follows : 


Bought Lodger Balaaoea £ 3,2901 Salea Ledger fialaaoes .. £46,700 

Head Office 44,720 Promisea Exteiuiion A/c, closed to 

Head Offi ce Nil 

Cash in Hand 60 

Cash at Bank 1,280 


£ 48,010| £48,016 


In the six months up to 30th June next, thi: following transac¬ 
tions took place at the Branch : 


Sales £ 54,180 

Purchases 4,200 

Wages paid 6,700 

Binaries paid 560 

Diieotoxs' Fees mid 200 

Fiia Insurance, 1 year 

premium 480 

Caiim in hand, 30th June 60 


Cash ooUeoted on A/c Sales Ledger 

Accounts .. £ 42,000 

Discount Allowed .. 2,600 

Cash paid Bought Ledger 

Accounts .. 3,800 

Cash sent to London .. 29,660 

Premises Eztmision, furUier pay* 

ments to Contractors .. 1,500 

Bank Balanoe, SOth June .. 1,460 
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Set out the Head Office Account in the Newcastle books on 
30th June, to show the entries after the books are closed, and also 
the Branch Balance Sheet at that date, assuming it to be made 

up on the same lines as on the previous 31st December. 

0 

(Chartered Accountants.) 

13. From the following figures extracted from the books of 
Jones & Co., lytd., as on 31st December 1937, prepare Branch 
Trading Accounts, and Head Office Profit and Doss Account for 
the year 1937, and Balance Sheet on 31st December 1937, 




Head 

Office 

Hull 

Branch 

Bristol 

Branch 



£ 

£ 

£ 

Share Capital (25,000 Shares of £1 each fully paid) 

25,000 



6 % Debeuturas 

• • 

7,000 



Furcbane (loss Boturns) 


12,000 

10,000 

Wages 



2,300 

1,800 

Stock, 1st January 1937 

• 


4,800 

4,000 

Debtors 



16,000 

13,600 

Creditora 

Discounts received 
^ Discounts allowctd 


8,000 

» 

500 

400 



1,600 

600 

1,550 

Bad Debts (Dr. Balance) 



600 

Bills Payable 

Furniture, Fixturee and Fittings 

• • 

• • 

2,600 

160 

375 

226 

Salaries 

Travellers’ Salaries and Expenses 

• « 

• • 

1,000 

1,800 

• 1,360 

Directors’ Fees 

Sales (less Returns) 

Carriage Inwards 

• • 

460 

26,000 

.500 

22,0d0 

460 

Reserve Fund 

Debenture Interest * .. 

Horses, Harness, Vehicles etc. 


7,500 

420 

2,000 

1,760 

Cash in hand 


40 

70 

65 

Cash at Bank ^ 


8,000 



Depreciation Charges 

• ^ ^ 

20 

40 

25 

Sundry Expenses * 



3,000 

2,860 

Rant, Rates and Taxes 


276 

400 

300 

Horse and Stable Expenses 



325 

260 

Profit and Loss Account—Gr. Balance.. 

• • 

170 



Interim Dividend—10 per cent paid .. 

s • 

2,500 



Branches — Hull, Dr. ' 

Branches—Bristol, Dr. .. 

F|ead Office Accounts 
^>6k, 31st December 1937 

s s 

•1 
• s 

20,210 

16,205 

20,210 

16,206 

• e 


6,000 

4,000 


(Chartered Accountants.) 


14. Four partners, A, B, C, and D, have businesses working 
independently in Dondon, Swansea, and Glasgow, A and B 
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manage the London branch, each receiving one-third of the 
profits from the London business, the balance being shared 
equally between C and D. 

C manages the Swansea house, receiving half of the profits 
from the business there, the balance being shared equally between 
A, B, and D. 

D manages the Glasgow business, receiving one-third of tlw 
profits arising therefrom, the balance being shared equally 
between A, B, and C. 

At the end of each year a combined statement is prepared 
showing the general position of the firm and the condition of each 
partner's account. 

From the following separate statements make up the combined 
account (without interest) and also the general Balance Sheet 
of the firm. 


Croditoro 
Swanooa Houho 
A*h Capital 
B’b do 
Profit and Lobh 


f 


Creditors 

Qlosffow Houso .. 
O's Capita) 

Profit and Losa.. 


Creditora 
London House 
D*8 Capital 
Profit and Loss .. 


LOl^DON HOUSE 


£ lo.OOO, IHibtors . . £ 23,000 

3,00&| Glasgow Hoiiao .. 2,000 

10,000. Stock .. 13,000 

lO.OOo! A’h Drawings .. 1,000 

0,000 IPs do .. 1,000 ,. 

1 Ctvsli .. 7,0(M) 


£47,000j 

' I 


£ 47,000 


vSWANSBA HOUvSE 


£ 9,000 
4,000 
.I,(MM) 
fl,0(M> 

Debtors 

London House 

Stock 

C’s Drawings 

Cosli . > 

ft 

.. £11,000 
3,000 
3,000 
1,000 
6,000 

£24,0()0 

• 

£24,000 

GLAvSGOW HOUvSE, 


£7,500 

2,000 

5,000 

7,200 

Debtors 

Swansea House .. 
Stock 

D*8 Drawings 

Cash 

£ 9,000 
4,006 
5,000 
600 

.. 3,200 

£ 21,700 


£ 21,700 


(Giartered Accountants.); 
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15. Messrs. J. Silkstone & Sons, Coal Merchants of I^ndon, 
opened a Branch business at Maidstone, on 1st January. The 
Trial Balance of the books of the Maidstone Branch, as on 31st 
December, was as follows :— 


> 


TRIAD BADANCE 


Hoad Office Adjustment A/c 


£ 1,674 

Coal .Sales 


1,760 

Sundry Debtors 

£640 


Hurtsu, Carts, etc. 

280 


.Salaries, Kent, and Expenses 

620 


Cash in Hand 

78 


Coal from Head Office (as invoiced) .. 

1,748 


•Sundry Creditors 


42 


£ 3,366 

£ 3.366 




The stock of coal at Maidstone oi» 31st December was valued 
at £984. 

Prepare a Profit and Doss A/c showing the result of the working 
of the Maidstone Branch for the year ended 31st December, and 
draft the entries necessary to incori)orate *the above figures in 
the Head Office books. 

(Dondon Chamber of Commerce.) 

16. The following represent the balances of the Dondon Books 
of the Eastern Company Dtd., on 31st viz. :— 


• 


£ 

£• 

Share Capital (70,000 shares of £1 each fully paid) 


70,000 

Bills payable 

• • • • 


6,600 

Bills receivable • 


2,000 


Investments, at cost • 

• • f ■ 

14,000 


General lieserve 

• • • • 

» 

8,000 

Stock on Hand 

S ■ • • 

600 

• 

Debtors 

• • • • 

3/H)0 


Beaorve for Doubti al Debts 

• • • • 


100 

Creditors • 

• • « • 


6,000 

Payments in advance 

• • • • 

500 


4 Properties 

• 

• • • • 

25,000 


^ Profit and Loss Account 

• • • • 

21,200 


■W Rangoon Account 

• • • • 

18,760 


I Cash at Bank 

t a • • 

3,500 


f Cash in Hand 

• • « • 

40 


. 


£88,600 

£88,600 


Bills Rewivable aggregating to £4,000 were under disco^t. 
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The following Statement of Assets and I/iabiliti^ at 31st 
December 1937 was received from the Manager of the Company's 


Rangoon Branch, viz. :— 

Cash at Bankers 

s s 

Rs. a. p. 
1,85,375 5 0 

Cash in band 

• a 

19.259 8 0 

London Aooount (£17,938 Is. lOd.) 

• • 

2,69,071 6 0 

Genoral Reserves 

* a 

75,284 14 0 

Stocks on hand 

• ■ 

.. 3,27,596 3 .« 

Advance to Indians against security 

^ s a 

.. 2,25,000 0 0 

Buildings, Plant, etc. 

• s 

46,280 12 0 

Debtors 

• • 

87,963 13 6 

Payments in advance 

• 

.. 3,000 0 0 

Reserve for Doubtful Debts 

■ 

2,000 0 0 

Creditors 

• 

.. 6,48,126 6 0 


The apparent difference between the balance of the Rangoon 
Account in the London Books and the London Account in the 
Rangoon Books, consists of items in transit. 

You are required to prepare an Amalgamated Balance Sheet 
as at 31st December 1937. 

The rupee to be taken at Is. 4d. 

(Chartered Accountants.) 


17. A trading company has its Head Office in London and a 
trading branch at Bombay. The following is a list of balances 
on the Bombay books at 31st December 19—. (when the first 
year's trading ended). 


London Account 

Sales 

Purchases 

Wages and Salaries .. 

Freight and Insurance 

General Expenses 

Bank Account—Dr. Balance 

Cash in hand 

Debtors 

Creditors 


,, Rs. 2,08,000 
2,26,676 
2,61,604 
43,868 
26,608 
31,248 
12,641 
1,663 
1,06,462 
60,318 


Stock at Bombay on 31st December 19— were valued at 
Rs. 1,48,600. 

The balance of the London Account represents remittance 
to Bombay as follows: 


8th January 
6th April 
17th August 


Rs. 64,000 purchased at Is. 3|d. 
„ 96,000 „ „ Is. 2}d. 

„ 48,000 „ t, Is. sjd. 
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The average rate of exchange for the year was Is. 4d. and the rate 
at 31st December 19— Is. 3d. Journalise the closing entries of 
the Bombay books and show the Bombay branch account 
in the London books from 1st January 19—^to 31st December 19—. 

What does the balance on the later date represent ? 

^ (Chartered Accountants of India 1961) 

18. A Bombay Head Office charges out goods supplied to its 
Branch at cost plus 20 per cent. From the following particulars 
prepare the Branch Trading Account and the Branch Total 
Debtors’ Account as in the Head Office Books. , Prepare also an 
account showing the actual Branch Profit : - 


Goods sent to Branch 


Rs. 

52,968 

Total Sales • 


61,600 

Cash Sales 


27,600 

Cash received from Branch Debtors *.. 


22,000 

Branch Debtors at commencement .. 


6,000 

Branch Stock at commencement 


1,920 

Branch Stock at close of the peritnl .. 

• 

3,360 


. (B. Com.) 


19. The X Y Z Manufacturing Co., Ltd., has a Share Capital 
of £75,000 in 7,500 shares of £10 each, all issued and fully paid. 
It manufactures goods for sale at its two Branches (here referred 
to as A and B respectively), which sell goods of the Company's 
manufacture only. From,the annexed Trial Balance of the? books 
at the Head Office (where the Private or General Books are kept) 
and at the Factory and Branches, construct an account to show, 
respectively, the result*of the Manufacturing and the Gross Profit 
at each Branch. 

The Stock on the 31st December were— 



Factory ^ .. £9.177 6 7 

Branch A * .. .. 4,690 3 8 

Branch B ... !. 1,922 6 5 

Allow depreciation for one year to 31st December on the follow- 
items of the 1st January at rates indicated— 


Factory Machinery, etc. .. 10 per cent 

Branch Fixtures, etc. .. 6 „ 

(No depreciation to be written off Head Office Furniture, etc.) 


62 
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TRIAL BALANCE, 



Head Office 

2 

Factory 

» • 

Branch A ; 

1 

t 

Branch B 


£ ' 8.!d.i 

£ ! R. d. 

i i 

£ ’s.’d.; 

m 

I'njehold Pmmiwtn 

' : 1 

1 • 1 

, i 

' 1. 

. ! : 

, : ! 

Fa«tory 

5(»,(j00' 0 0 


I 

• •• i 

Hranch A 

1U,0(M»| U 0 




Bronoh B 

lo.ooo! 0 0 

, 




30,(HWi O' 0 

1 

\ . 

i 1 ! 

MM>chin«ry, Fixtunw, 

1 

1 

i 

' ; * 

an at iHfc Jan. 

» 5 



, 1 

Hnad OffU-K 

.'iOO 0* Oi 



■ . 1 

Factory 

7,500 0 o; 


• 

» i 

i 1 

Branch A 

2 ,my 0 0 

i ! 

1 { ' 

' I 

Branch B 

1.5(K) 0 Oi 

1 { 

1 


Oankcra 

0.71M) i; 0, 

j 1 

I 1 

1 ' i 

t ! 

Ciash Biilanco 

m 2, 6, 

135 : 0 2 

89, 3! 2 ; 

58, 1 ; 8 

Stock (Int Jan.) 

1 ; ! 

10,216' 5, 0 

3,218 1 ! 6: 

2,190; 6 7 

Purchasoa (N'ct) 

1 i : 

76,516 2 0 

' 1 * 


Wages 

i • 1 

41,316. 2! 8 

i 


Factory Manager'o Salary 


1,0(K) 0, 0 

1 1 
• ! ' 

, 

SalaricH and Wagoa 

. ‘ 1 

' 1 

3,516 9 6: 

3,022: 3: 4 

Carriage to Branches 

1 i i 

' 2.517 6 9 

, 1 

! I 

Katiwi and Taxes 

> 1 1 

1 ' . 

316 2, 9 

665), 7i 6 

452 9; 2 

Salaries ft Office Kxfxmscs 

.7,515): «! « 


i i 

! i 

Sundry Kxjjcnmts 

1 

517' 0 8 

3,017 9' 2; 

l,869i 4I 6 

Goruls from Factoiy 

1 ' ! 

( 

75,267; 3j 2; 

45,3501 0; 2 

Bad Debts 

1 ! i 

1 1 

679‘ 81 1! 

1,029: 2| 2 

Debtors 

: i 

1 

9,620; 2' o! 

5,7301 2| 3 

Factory (Ciirroftt Account) 

2..33.7j 111 


i ; i 

1 1 

Ihranoh B ., 

3,672' 310| 


1 ! ' 

1 

Head Office „ „ 

1 1 1 

, 1 


4,914' 3 3' 

1 

Income Tax 

650 01 0; 


i i ' 

t 

Directors’ Foes ■ 

1.5(K) 0 0, 

1 

. j 

1 

Auditor’s Fees 

105 0, O] 

i 

i 

! 

l)(*benturo Interest 

• 

2,000 0 , o; 

' 1 

• 1 

1 

.1 

■ 1 i 

1 : 

1 i 

1 

1 • 

a 

132,085|16; .>! 

1 1 1 

132,534 !16 6 

1 t 

100,891' 8, 1 ! 

i i ! 

59,701j 9jl0 

1 1 


Draw up for submission to the Directors a Balance Sheet of 
the X Y Z Manufacturing Co., Ltd., on the basis of the figures 
given, also to show as regards each item, its amount at the several 
places separately, and for the business as a whole. The balance 
at credit of the Profit and Loss Account was ,(^13,033 6s. 5d., 
including the amount brought from the preceding year. 

(Chartered Accountants.) 


1 
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20. Black and White of lyondon, general merchants, have a 
branch in Paris which is carried on quite independently of the 
London Office. 

On 31st December 1937, the Paris Branch Trial Balance was 
as follows;— 


Head OflSoo 

RemittanoeH to Head Office 

Furniture, Fixturoa and Fittings 

Sundry Debtors 

Sundry Creditors 

Stock, Ist January 1937 

Purohaaes 

Sales 

Salaries and Wages .. 

Duty on Puroha^ .. 

Rent, Bates and Taxes 
Trade Expenses 
Discounts 
Cask in Hand 
Cash at Bank 


• • 




Frs. 

Frs. 


130,000 

80,000 

10,000 

30,000 

10,000 

26,000 

90,000 

175,000 

10,000 

15,000 

7,600 

20,000 

4,500 

3,000 

2«.fKK) 


316,000 

315,000 


Stock at 31st December 1937, 27,000 Francs, 

Write off 10% Depreciation from Furnitures, Fixtures and 
Fittings. 

For convenience, conversion was made at the rate of 26 


Frs.a-£1. The Trial Balance of the Head Office on the same 


.date was as follows ;— 




£ 

£ 

Paris Branch 

• » a w 


Remittances from Paris 


3,190 

Furniture, Fixtures and Fittings (H.O.) 

!. 1,600 


Sundry Debtors and Creditors 

8,000 

7,000 

Tradiiut Account Balance 


2,310 

Stock, 31st December 1937 

6,660 


Cash inKand 

300 


Cash a^Bank 

2,000 


Black’s Capital 


8,000 

White’s 


2,000 


‘ 22,500 

22,500 


Make out the accounts of the Paris Branch and incorporate 
them in the Head Office Books. Divide the net profit |ths to Black 
and J to White, 


(Chartered Accountants.) 









Chapter XIV 

SELF BALANCING LEDGER 

It is a matter of common experience that errors of one sort or 
another unwittingly creep into the books of accounts. When 
preparing a Trial Balance, it is found that agreement is not always 
attained without some trouble. And as notliing short of complete 
agreement of Trial Balance can be accepted, considerable time has 
often to be spent to locate the error or errors in the books. When 
the business is of small size, number of transactions involved not 
being great, it is not a very costly affair to check up all the entries, 
locate the errors and rectify them. But in the case of big busi¬ 
ness house, this problem of locating mistakes may prove to be 
very hazardous, for several ledgers may be checked thoroughly 
again without discovering any errors in them and finally the 
error or errors may be*discovered in the book rechecked last of all. 
It is clear that the time spent in rechecking the books where no 
mistakes were found, was an absofute waste. If some system 
could be devised by which one qpuld know exactly in which ledger 
the error or errors lie, it would undoubtedly mean a very great 
saving of the time and expense of the business house. 

Self Balancing Ledger : If it were possible to draw up a 
Trial Balance of each ledger separately, say the Sales Ledger, the 
Bought Ledger and the General Ledger and if the Trial^Balance 
of any of these ledgers did not agree, it would be obvious wh^re 
the mistake lay. Large business houses, these days, maintain 
their books on self balancing system. The principle involved 
is simple enough. Take for instance, the Bought Ledgei If for 
each entry on the debit side or on the credit side in the Bought 
Ledger, a credit enti^ or a debit entry was made in the same 
Ledger then a Trial Balance of the Bought Ledger itself could be 
separately drawn up. Of course, it is not said that for every 
credit entry in the personal account of the suppliers for goods 
purchased from them, there should be a debit entry of equal 
imount in the same ledger. A single debit entry of the total 
iiiiount for all the innumerable credit entries for the purchases 
(Till do. That is, in fact, what is done. In order to render the 
Purchase Ledger self balancing, what we have to do is to maintain 
an extra account, at the end of the Purchase Ledger wherein 
will be entered in totals all purchases, all payments, returns, dis¬ 
counts, allowances etc., but the sides reversed. This account 
may be called the Adjustment Account. The Adjustment 
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Account will show a balance. In this case, a debit balance which 
will be equal to the credit balances of the different accounts in 
the Purchase I/edger taken together. 

It must be said atonce that the items in the Adjustment Account 
are not part of our Double Entry system. Double Entry system 
was complete without them and these figures now introduced 
for the purpose of making the Purchase Ledger self-balancing^ 
are altogether new items. If at this moment a Trial Balance in 
the usual way of all the books were taken, that Trial Balance 
would not agree because the new figures now incorporated through 
the Adjustment Account are one sided entries. So, incorporation 
of the Adjustment Account at the end of the Purchase Ledger 
while renders the Purchase Ledger self-balancing it upsets the 
whole Book-Keeping system. Therefore, in order that the 
Book-Keeping system may not be upset, it would be necessary 
to introduce another Adjustment Account with exactly the same 
figures but the sides reversed That Adjustment Account will be 
maintained in the General Ledger. It will be observed that tlie 
ligures of the Adjustment Account shall also be brought in under 
Double Entry principle. Let it be repeated that two adjustment 
accounts—one in the Purchase I^edger called the General Ledger 
Adjustment Account and one in the General I^edger called the 
Purchase Ledger Adjustment Account are beiifg introduced. All 
the items appearing in the Adjustment Accounts are in totals. 
In the i’urchase Ledger the items are on the reverse side—^to 
render the ledger self-balancing and in the General Ledger the 
items are on the same side as any creditor’s account in the 
Purchase Ledger. 

Although in the General Ledger, tire Purchase Ledger Adjust¬ 
ment Accomit has been introduced for the sake of maintaining 
the Double Entry principle, this account itself helps in rendering 
the General Ledger self-balancing. Let us examine tliis point, 
ftemsof the Adjustment Account are Purchases, Purchase Rptums 
Cash (payments). Discount, Allowances etc. It has been said 
above that tlte items in the General Ledger are on the same 
side as in any supplier’s account. So, the purchase figures are 
bn the credit side, purchase retunis figures are on the debit side 
in the Adjustment Account in the General Ledger, It will be 
bbserved that these figures in totals are now in the opposite sides 
of the Purchases and Purchase Retunis Account in the General 
Ledger by which it is tending to become self-balancing. The 
rest will be done when the other ledger namely, the Sales Ledger 
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is made self-balancing and a corresponding Adjustment Account 
is brought into the General Ledger. 

It will be noticed that the only problem in constructing these 
adjustment accounts is obtaining the necessary figures namely. 
Purchase, Cash (payments). Purchase Returns, Discounts, Allow¬ 
ances, Bills Payable etc. Some figures in total are no doubt avail- 
^^ble in our books. For instance, we can get the total purch^ 
month by month from the Purchase Account in the General 
Ivcdger. So is the Purchase Returns figure available. Where 
the totals are not available in the books, for instance, the cash, 
we have to devise suitable means by which the required figures 
can be obtained. If for instance, an extra column on the credit 
side of the Cash Book was maintained wherein is extended 
each payment to the sux)plier, that is to say, each payment that 
is posted in the Purchase Ledger, we could easily obtain by adding 
up that column, total of the payraepts that have been debited 
to the various accounts in the Purchase I^edger throughout 
the month. In the same way if»suitable columns are luaintaiued 
in the Bills Payable Book, wherein is extended every item that 
» is posted in the Purchase lycdger, we could obtain the monthly 
^ totals of Bills Payable that have gone to the debit gf various 
accounts in the month. 

Self-Balancing of the Sales Ledger 


The Sales Ledger may be made self-balancing in the same 
way by passing extra reverse entries in an Adjustment Account 
maintained at the end of the ledger. These extra entries are 
the totals of all the postings that have gone into the Sales l^edger 
during the period, as*has been already observed. The entries 
ini the Adjustment Account must have correspomjing reverse 
entries in an Adjustment Account in the General Ledger, 'nie 
account in the Sales Ivcdger is called the General Ledger Adjust¬ 
ment Account and* the account in the General Ledger is called 
tiie Sales I.,edger Adjustment Account. The items in the Sales 
K ft‘dger Adjustment Accounts in the General Ledger together with 
le item of the Purchase I^edger Adjustment Account completely 
mder the General I^edger self-balancing. 

Some of the total figures necessary for the construction of 
the total account are easily available in the books while for the 
others intelligent rulings must be provided so that the -required 
total figures may be collected. The items that apx>ear in thtf' 
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Adjustment Account in the Sales ledger are the Sales (credit) 
Cash Received, Discounts, Returns Inward, Allowances, Bills, 
Receivable, Bad Debts and Dishonoured Bills etc. 

Sales : From the Sales Day Book each individual sale is posted 
to the debit of the different customer's account, monthly total 
from the Sales Day Book is posted to the credit of the Sales 
Account in the General Ledger. We have thus total sales figure 
for our adjustment accounts which in the Adjustment Account 
in the Sales Ledger is entered in the credit side and in the 
Adjustment Account in the General Ledger put on the debit 
side. 

Gash received from customers : On the debit side of the 
cash book a separate column should be provided wherein all 
cash received from the customers will be extended. The cash 
is debited in the Cash Book and credited to the different customers’ 
accounts in the Sales Ledger. The total obtained from this extra 
column will give the total 'cash received which has gone to the 
credit of the various accounts, in the Sales Ledger. In the 
Adjustment Accounts in the Sales Ledger this total figure will 
go to the debit side 5uid in the General Ledger it will go to the 
credit side. 

Bills Beoeivable : The individual customer’s account is 
credited in the Sales Ledger and the Bills Receivable account in 
the Geijeral Ledger is debited. The total obtained from the Bills 
Receivable Books will be entered in the Adjustment Account 
ill the Sales I^edger on the debit side and in the Adjustment 
Account in the General Ledger on the credit side. 

Returns Inward : Goods returned by the customers are posted 
to the customers’ account in the Sales Ledger from the Returns 
Inward Book, the total of which is poste.l to the debit of the 
Returns Inward Account in the General Ledger. We have 
the monthly total Sales Return figure which is put to the debit 
in the Adjustment Account in the Sales Ledger and to the credit 
in the Adjustment Account in the General Ledger. 

Bad Debts : Necessary, figures for bad debts are obtained 
from the Bad Debts Account in the General Ledger. ‘ 

Dishonoured Bills : When bills are dishonoured, Bills 
Receivable Account is credited and the customers’ account is 
debited in the Sales ledger. The total of the Dishonoured 
Bills shall have to be obtained which will be entered on the credit 
side of the Adjustment Account in the Sales Ledger and on the 
debit side in the Adjustment Account in the General Ledger. 
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Self-Balanoed General Ledger : It has been mentioned 
above that after the Adjustment Accounts for the Purchase 
Ledger and the Sales Ledger have been opened in the General 
Ledger, the General Ledger itself has become self balancing, 
There is nothing more to be done. A little understanding as to 
why with the above accounts the General Ledger has become 
Jelf-balancing, is necessary. 

It should be clearly understood that when the debit entry 
and the credit entry for a particular transaction are made in two 
separate ledgers, reverse entries, namely—a credit and a debit 
of equal amount in those two ledgers will make both the ledgers 
self-balancing so far as that particular transaction is concerned. 
In the construction of the Adjustment Accounts for the Purchase 
Ledger and the Sales Ledger, it will be observed that all the items 
that constitute the Adjustment Accounts, have one entry 
in the Purchase or the Sales Ledger und the corresponding other 
entry in another ledger—the General I^edger. While the personal 
accounts are debited with the individual sales and credited with 
the purchases, the totals of the Sales and Purchases are posted in 
the General Ledger for completing the Dout)le Entry. So also is 
the case with the other items of the Adjustment Account*, namely— 
Purchase Returns, Sales Returns, Cash (receipts, payments). 
Discounts, Allowances, Bad Dabts etc. That will explain why the 
incorporation of the Sales I^edger Adjustment Account and the 
Purchase lycdger Adjustment Account in the General Ledger make 
the General Ledger self-balancing. 

Besides the items that cojistitute the adjustment accounts, 
there are no doubt various other accounts in the C»eneral Ledger. 
Such, for instance is* the wages account, travelling expenses 
account, advertisement, repairs, etc., etc. It will be observed that 
both the debit and the credit entries for each of these accounts are 
there in the General Ledger itself. As the wages account is debited 

t he cash or bank is credited. Although the Cash Book is a 
eparate book, being an asset it musC be considered as part of the 
General Ledger (very often a bank account is maintained in the 
General Ledger). So, is the case with all the nominal accounts, 
such as travelling, advertisement etc. As for the assets accounts 
it may be observed that both the debit and credit entries are in 
the General Ledger, inasmuch as, the asset account is debited 
and the bank is credited. 
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It may be noted in this connection that the debit balance ol 
the Sales Ledger Adjustment Account in the General Ledger 
constitutes the Sundry Debtors which figure is obtained from the 
list of balances in the Sales Ledger. In the same way, the credit 
•balance of the Purchase Ledger Adjustment account in the 
General Ledger is the total of the trade creditors. 

* 

Transfer from one Ledger to another : It sometimes happens 
that both buying and selling is done with the same party. When 
books are kept on selLbalancing system, it will be necessary 
to maintain two separate accounts for the same party—one in the 
Purchase Ledger, in so far as, he is a supplier to us and another 
in the Sales I^edger for the sales made to him. For the purpose 
of settlement of account, however, these two accounts are not 
treated separately. The balance of one account is transferred 
to the other and the final account position is ascertained for the 
purpose of settlement. For instance, we have supplied goods 
to 'X'. He is a debtor to us for, let us say, Rs. 1,000. On the 
other hand, we have purchased goods from ‘X'. In the Purchase 
Ledger, ‘X’s account shows, let us say, a credit balance of 
Rs. 400 For the purpose of settlement the smaller balance that 
is to say, Rs. 400 appearing in the Purchase Ledger shall be 
transferred to X's account in the Sales Ledger and the balance 
then remaining will be paid by X. When such transfers are made 
from oiie ledger to the other, it becomes necessary to make entries 
in the Adjustment Accounts. The two Adjustment Accounts 
in the ledgers concerned, as well as, the two corresponding Adjust¬ 
ment Accounts in the General Ledger are affected. The following 
adjustment entries would be necessary for the above transfers. 

• ^ <r 

PiirchAHo AdjuBimoni Account Dr. 

(in tbe Qoncral Lodger) 

T<i Qenoral lA'dgor AdjuHimont Atvount (in the 
I’urchaso I^edgcr) 

« 

General Lodger Atijuetmont Account Dr. 

(in the Sales Ludgor) 

To Satee Ijodger Adjustment Account (in the 
General Ledger) 



Again, if a debit balance of Rs. 500 is transferred from A’S 



account in the Sales Ledger to A’S account in the Purchase 
I^edger the following adjustment entries will be necessary. 



' General Ledger Adjustment Account 
(in the Sues Le^er) 

Dr. 

' To Sales Ledger Adjustment Account 
' (in the General Ledger) 

, • 

. Purchase Ledger Adjustment Account 
(in the gmeral Ledger) 

Dr. 

' To General Ledger Adjustment Account 
(in the Purchase Lmlger) 





« 



Example : 

The undermentioned particulars have been extracted from the 
books of M/s Jagadish Prasad Hiralal & Co. who maintain only 
one Sales ledger. You are required to prepare the Sales Ledger 
and the General Ledger Adjustment Accounts as on 31 July 194U. 


Dobbors’ liitlaucu 1 July 104U 

TransaotionH for tbo month 

CrcMlit Sales 

Ketums Inward 

(^wh rooeivod from CuHtomerd 

Discount allowed to Custumers 

Aceeptancos received from Debtors 

B/K Dishonounnl 

Bad Dcbta written off 

Sundry charges debited to Customers 


OO.UUO U 0 

• 

12 (), 00 () 0 0 
•15,000 0 0 
1M»,000 0 0 
ffiK) 0 0 
10,000 0 0 
1,(K)0 0 0 
2,0(M> 0 0 
50 0 0 


General Ledger Adju|tment Account 
(opened af the end of the Sales Ledger) 


1049; 



To Returns • 

„ Cash 
„ Discounts 
„ Bills Receivable ; 
„ Bad Debts 
„ Baluioe c/d < 


'Rb. l a. p 1949 I ■ ' 

I ; ! 

15,000} 0 Oi July I'By fialauoo—Total 
90,000 0 0 1 Debtors I 

500! 0 0 „ 31<*„ Sales i 

10’,0(IO| 0 0 „ „ I „ B/R—Dishonoured! 

2,000 0 0 „ „ { „ Sundry Charges ’ 

63,550 0 0 


; «j,ooo| 
i 120,000! 
l,(KM)i 
mi' 


1,050| 0| 0 


1S1,050< 


Aog. 1 By Balance b/d ' 63,i 
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Sales Ledger Adjustment Account 
(opened at the end of the general Ledger) 


1949 


July 1 

To Balance— 

Total Tlebtors 

.. 81 

,, Sales 

M 9* 

„ B/R Dishonoured 

n 9f 

„ Sundi 7 charges 

Aug. 1 

i 

To Balance b/d | 

1 


u, u 
0 . 0 


Rf). p I 1949 I 

:|july31 By Returns 
60,000 0 01,, I Inward 
120,000 0 0 „ „ Cash 

1,000 o' 0 „ „ Discounts 

50 0 0 „ „ Bills Receivable 

„ I „ Bad Debts 

„ I „ Balance o/d 

181,050| 0 \ oj 1 

03.550' 0 oil 


15,000 

90,000' 

500 

10,000 

2 , 000 ! 

63,550 


181,0501 


Example : 

The following particulars have been extracted from the books 
of M/s Nandalal Ramratarf & Co. You are required to prepare 
the relative Bought Ledger arid General Ledger Adjustment 
Accounts as on 31 January 1949. 


Croditnrs Balance 1 January 

Transactions fur the month 

Credit Purchases 

C^h payment 

Rnpirns Outward 

Allowance rixseivod from Creditors 

Bills Payable 


Rs. a p 
30,000 0 0 

20,000 0 0 
22,000 0 0 
2.000 0 0 
100 0 0 
8,000 0 0 


General I^edger Adjustment Account 

t 

(opened at the end of the Bought Ledger) 

1949 ^ ' Rs. a P 1949 

I , * 

1 I 

Jan. 1 To Balance— i Jan. 31 By Cash 

Total Creditors 30,000j 0| 0 Paymcfnts 

„ 31 „ Credit Purchase 20,000 ^ Oj 0 ' „ Retunw Outward 

; ,, Allowances 

I ,, Bills Payable 

J 1 „ Balance o/d 

_l__i_ 

60,000| 0 0 

Feb. 1 To BaUnoe b/d 17,90o! O' 0 


Rs. I ai' p 

I 


22,000 Ol 0 

2 ,ooo; o< 0 
100 0 ^0 
8,000 0 0 
17,900 0 0 


50,000. 0 0 
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Boi^ht ledger Adjustment Account 
(opened at the end of the General Ledger) 


1949 


Ra. 

a 

p; 



ha. 

a 

p 





1 

Jan. 1 

By Balance— 




J»n.31 

To Cash Payments 


ID 

0 

„ 31 

Total Creditors 





„ Rotttrns Outward 

2,000 

0 

0' 


„ Credit Purchase 

EfixiTiri] 



jt 

„ Allowances 



o; 






5-# 

Bills Payable 



0. 







„ Balance o/d 

■JBj 

i 

0 

1 










1 

0 



60.000 

13 

0 




0 




- 






liFeb. 1| 

By Balance b/d 





In large scale business where several Purchase Ledgers, and 
Sales Ledgers are in use the benefit of organising the books on 
self-balancing system are obvious. In order to obtain the necessary 
totals for rendering each ledger self-balancing it is necessary 
to provide suitable extra columns in.the Purchase Books, Sales 
Books, Returns Books, Cash Book, Bill Books etc. so that the totals 
of the items that have been posted in each particular ledger may 
be available. With the figures pertaining to each ledger thus 
^btained it will not be difficult to construct the Adjustment 
'Accounts. Necessary columns should be thought oqt by the 
organiser to suit his particular requirement. Some suggested 
rulings are however given here. 


Sales Day Book 


Date 

Particulars 

Invoice 

No. 

• 

L.F. 

i 

1 

Total 

Ijcdger 
No. 1 

Lodger 
No. 2 

Ledger* 
No 3 

• 

j 

i 


• 


Ra. 


P 

Rb, 

! 

a 

P 

i 

Ra. 

» 

a 

P 

Ra. 

a 

i 

p 


Bought Day, Book 


■t 

Particulars 

Invoice 

No. 

L.F. 

Total 

Lodger 
No. 1 

Ledger 

1^/2 





Rs. ! a' p 

Ra. 

a 

p 

Ra. 

, 

a 


p 
















Cash Book (Debit Side) 
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The Sales Returns Book and the Purchase Returns Book 
will have similar columns as the Sales Day Book and the Bought 
Day Book. 

The Bills Receivable and Bills Payable Books will also be 
provided with the necessary extra columns. 

As regards the rulings of the Cash Book, in actual practice 
only one column on the debit side for the Bought hedger and one 
ii£^ the Credit side for the Sales hedger items will be found to serve 
the purpose in as much as receipts from the creditors and pay¬ 
ments to the debtors are not likely to occur too often. The few 
entries that may appear in these columns can be easily analysed 
for the purpose of the adjustment accounts. 

Where too many personal ledgers are in use it will be necessary 
to have separate subsidiary books for each ledger as otherwise the 
required number of columns will make the books too big and 
inconvenient to handle. 

Advantages of Self Balancing Ledger: 

It has been observed that location and speedy detection of 
errors in the books are made possible if books are kept on self- 
kbalancing system. Other advantages derivM from the system 
of self-balancing ledger are :— 

(1) Interim accounts can be prepared whenever necessary 
without having to extract the balances from the personal iSlgers. 

(2) Responsibility can be fixed on each ledger, keeper as to the 
balancing of the ledger under his charge. 

(3) The Adjustment Accounts in the General Ledger in cltarge 
of a separate officer acts as a control and prevents fraud on the part 
of those in charge of the^ personal ledgers. 
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EXERCISES 


1. The following books are in use in a printing business, and 
properly kept upon the ordinary double-entry system; Cash 
Book (bank items only). Petty Cash Book (for all cash payments). 
Purchases Journal, Sales Journal, two Personal Ledgers (“A", 
town debtors, and “B”, country debtors). Bought Ledger, and 
Nominal Ledger. 

You are asked to re-arrange the system of book-keeping so that 
every ledger may be self-balancing. How would you effect this ? 

(London Chamber of Commerce.) 


2. Illustrate the sectional system of self-balancing Ledgers by 
posting direct from the exercise given below, all the items necessary 
to form a complete Sales Ledger, render it self-balancing, and take 
out a Trial Balance. 


On 1st March, Samuel Sparrow, Merchant, had cash in hand. 


10s. 6d.; Goods on hand, £450 16s. ; Debtors, James Crow, 
£22012s. 6d.; Thomas Finch, £160 17s. 6d.; John Jay £270 4s. 6d. 
Creditors : Louis Lark, £180 I7s. 9d.; Robert Rook, £200 2s. 3d. 


Mar. 


»» 

9 > 

99 

99 

99 

99 

99 

99 

99 

99 

99 

99 

99 




1. Samuol Sparrow drew cash for self 

2. iloooivod Cash fro^n J. Crow 
Disiiount allow’od in addition 

3. Paid for Postages 

4. Cosh Puruhases 

6. Sold Qoods to J. Crow 

Charged him for Carriage paid on above Goods 

7. «Itooeived Cash of T. Finch .. 

Discount allowed in addition 

8. Paid Rates 

9. Cash Sales 

10. T. Finch bought Qoods 

11. Sales to L. Lark .. ' .. 

13. Paid L. Lark, Cosh 

Received Discotint from him 
14.. Solos to Hy. Robin 
15. Piirchasos from L. Lark ..' 

10. Paid R. Rook, Cosh 

Received Discount from him 

17. Received Cash from Hy. Robin 

18. J. Crow bought Qoods 

20. R. Rook sold me Goods 

21. Received Cash of John Jay in full settlement 
Wrote oif his Balance as B(«.d Debt 

22. Bought Goods of Charles \Vron 

23. Received Cosh for a Bad Debt written off two years ago 

24. Purchases from R. Rook 

25. Paid R. Rook, Cash 

27. Received Cosh from J. Crow 

28. Paid wages 

29. Paid Rent 

31. Interest on Capital 
Stock on hand 


£ 8 d 
20 0 0 
210 0 0 
10 12 6 
1 7 6 
210 6 3 
175 6 8 
1 13 4 
147 0 0 

3 17 6 

4 16 0 
130 2 0 
180 13 4 

60 0 0 
127 0 0 

3 17 9 
136 11 8 
216 10 6 
196 0 0 

5 2 3 
36 11 8 
28 10 0 

166 6 0 
266 10 0 
14 14 0 
64 2 0 
27 16 0 
45 10 2 
100 0 0 
77 0 0 
16 17 6 
26 0 0 

4 10 0 
626 14 9 


(National Union of Teachers.) 
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8. The undermentioned particalar3 have been extracted from 
he books of Messrs. James Ogden & Co., who keep only one Sales 
vedger. You are required to prepare the relative Ledger*’ 

ind "General Ledger" Adjustment Accounts as on 31st December. 


one 30. Debtors* Balanoes 

31. TrftnsAotions for the half>year to date— 
Salos to Debtors 
Beturns from Debtors 
CSash reooiTed from Debtors 
Disooonts allowed to Debtors 
Aooeptanoes received from Debtors 
Aooe^anoes returned dishonoured 
Bad Debts written off 
Sundry charges debited to Debtors 


£ s d 
28,304 12 6 

58,421 10 8 
601 12 0 
41,344 8 6 
1,604 9 3 
4,210 1 2 
650 0 0 
042 10 0 
29 4 6 


(Chartered Accountants.) 


4. What is the objdct of Self-Balancing Ledgers ? 

6. What do you understand by a 'j^otal Debtors' Account ? 

6. Explain briefly how to self-balance a Sales Ledger. 

7. How does a Total Creditor^ Account differ from a Creditors’ 
/edger Adjustment Account opened in the General Ledger ? 

8. Give pro forma Journal Entries for theiAdjustment Account 
'^opened to self-balance the Creditors' I^edger. 

9. Give a specimen General Ledger Adjustment Account as it 
would be found in the Purchase Ledger. 

10. Give Journal Entries necessary for self-balancing the 
Customers’ Ledger. 

11. John Carside keeps his “Sales Ivedger"" upon the "self- 
balancing" principle. Prepare the necessary “Adjustment 
Account" as on 31st January from the undermentioned 
particulars. 

•. • £ 

Jan. 1. Total debtors debit ^Imlanoos at this date were 12,542 

„ 31 Total goods sold to customers for the month .. • 21,658 

„ „ Total goods returned by customers for the month .. 642 

„ Total cash received from customers for the month .. 16,621 

„ „ Total discount allowed to customers for the month .. ^8 

„ Total acceptances received from customers during the month 3,471 

, Total acceptances dishonoured by customers during the mouth 542 

• (Royal Society of Arts.) 

12. What do you understand by the “Sectional" System of 
Balancing Ledgers ? 

In the business of X, Y, Z & Co., the following books are in 
use:—1 “Bought" Ledger, 2 “Sold" . Ledgers (“Town" and 
“Country"), I “Private and Nominal” Ledger, 1 “Bank" 
53 
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Cash Book, 1 Petty Cash Book, 2 Sales Bodes (*‘Town*' and 
''Country”), 1 Purchases Book, and 1 Journal. Explain 
briefly what alterations, if any, it would be necessary to effect in 
these books in order to intn^uce the "Sectional” System of 
Balancing. 

(London Chamber of Commerce.) 


13. Prepare Bought and Sales Ledger Adjustment Accounts 


from the following particulars : 

1951 

Jan. 1. Balanoea on Bought Ledger 

99 99 

Balanoee on Sales Ledger 


(Dr) 

(Or) 

(Dr) 

(C5r) 


Dec. 81. Purchases 

Purchases Returns 

Sales Returns 

Cash received from (hutomers 
Discounts allowed thereof .. 

Gash paid to suppliers 
Discount received thereon .. , 
Transfers from Bought to Sales Ledger 
Bilb Receivable 
Bills Payable 
Bought Ledger Mlances 


99 99 

Sales Ledger Balances 


(Dr) 

(Or) 

(Dr) 

(Or) 


£ s. 

87 14 
1.194 2 
1,462 1 
24 18 
6,618 18 11 
266 11 2 


d. 

3 

7 

9 

6 


8,749 0 
117 12 
7,621 2 
282 7 
6,883 16 
4 
6 


166 
70 

412 17 
226 10 
77 1 
1,134 3 
1,718 14 11 
42 16 3 

(Chartered Accountants.) 


8 

0 

4 

6 

0 

8 

0 

6 

0 

8 

1 ' 


4 * 


14. Total Accounts are employed in the business of X in 
relation to the Sales Ledgers A and B. The following are the 


material details:— 

Opening Balances Dr. 

Opening Balances Or. 

Sales as per Day Book 
Returns as per Returns D^ Book 
Cash reoeivra as per Cash Book 
Dboounts allowed as per cash Book 
Bad Debts written oft as per Journal. 
Reserve for Bad Debts as per Jonnud 
Bad Debts previously written off, 
now receded as per Cash Book 
AUowanoes as per jUlownaoes Book' . 
fiUl ReocdtwUe as per Bill Book 
Bills Dishononxed as par Clash Book . 
dosing credit hahnoss *. 


A 

B 

Rs. 12,600 0 0 

Rs. 31,000 0 0 

300 0 0 

' 81,200 0 0 

43,100 0 0 

3,170 0 0 

2,060 0 0 

20,060 0 0 

61,200 0 0 

1,300 0 0 

2,700 0 0 

3,710 0 0 

44KM) 0 0 

6,000 0 0 

6,000 0 0 

300 0 0 
420 0 0 

370 0 0 

1,300 0 0 


50000 


720 0 

310 0 0 


In the Transfer Journal Rs. 1,200 sales posted in error to a 
Ledger Account in A Ledger instead of B Ledger. 

Prepare Sales and Nominal Ledger adjustmmit accounts. 

(Chartered Accountants of India 1961.) 
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HniB-PURCHASB AOOOUlfTS, IMSTALIIEIIT PATMEIIT 
PURCHASE, SALES OR RETURN, ROTALTT ACCOUNT 

Considerable trade is done under special systems by wludi the 
customer is allowed facility to make the payment in easy instal¬ 
ments over a number of years. This enables the customer of 
^l^oderate means to purchase goods whidh otherwise he will not 
find it easy to buy. Articles of domestic utility such as household 
furniture, gramophones, motor cars etc. and durable goods like 
wagons used by the colliery companies are specially suitable for 
long term payments by instalments. 

Hire-Purchase —^Under hire-purdiase system payment is 
made for the goods by periodical instalments and it is not a 
sale till the last instalment is paid. The property in the goods 
vests in the vendor un{il the final instalment is paid. All the 
money paid in the meantime is regar(i^d as payment for hire and 
if the hire-purchaser makes default in payment the vendor can 
recover possession of the goods. • 

When payment for goods are made over a number of years, 
^aturally such payments include interest ojt the unpaid amount, 
^he total amount to be paid is the cash value of the goods plus 
interest on balances remaining unpaid from time to time. 

In the buyer's books entry is made as and when the instalments 
are paid. Each payment is apportioned between capital and 
revenue. Interest on the cash value or the unpaid portion of 
it is worked as each instalment is paid. The interest portion 
is written off to Profit and l/oss Account as the dmrge for hire and 
the balance is the value of the asset which is being acquired. 

Depreciation —Depreciation on the amount standing in the 
asset account must be provided 'every year. Although the 
goods do not belong to the hire-purchaser yet, still hdn-prpvision 
for depreciation will be wrong as the goods will eventually 
belong to the hire-purchaser and by the time the last instalment 
is paid the goods will have depreciated considerably due to use. 
^erefore the asset cannot be allowed to stand in the books at 
^ Je full cash value. 

A Colliery company purchases wagons on the hire-purchase 
system over a period of five years payable by annual instalments 
of Rs. 7,500. The Wagon Comply charges interest at the rate 
of 6 per cent per a;^um^qn company 
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decides to write ofi depreciation at the rate of 10 per cent annually 
on the dimini^ing balance. 

Make the entries in the books of the Colliery Company. 

The cash value of the wagons may be taken as the present 
value of an annuity of Rs. 7,600 for 6 years at 6 per cent interest. 
From the Table it will be found that the present value of an 
annuity of Re. 1 for 6 years at 6 per cent is Rs. 4’329477. Multi¬ 
plying the amount by 7,600 we get the cash value of the wagons 
as Rs, 32,471-1-3. 


Journal 

Dr. Cr. 


Year 

< 

Bs. 

a 

P 

Bs. 

a 

p 

1 

Wagon A/o 

5,876 

7 

2 





Intorest A/c (6% on Bs. 32,471>l-3) 

1,623 

8 

10 





To Wagon Company. ' 




7,500 

0 

0 

2 

Wagon A/c t. 

6,170 

4 

4 





Interest A/o (6% on Be. 26,594-10-1} 

1,329 

11 

8 





To Wagon Company. 




7,500 

0 

0 

3 

f* 

Wagon A/o 

6,478 

12 

6 



> 


Interest A/c (6% on Be. 20,424-5-9) 

1,021 

3 

6 





To Wagon Company 




7,500 

0 

0 

4 

Wagon A/c 

6.802 

11 

6 





Intyireet A/o (6% on Bs. 13,945-9-3) 

697 

4 

6 





To Wagon Company. 




7,500 

0 

0 

6 

Wagon A/o 

7,142 

13 

9 





Interest A/o (6% on Bs. 7,142-13-9) 

367 

2 

3 





To Wagon Company. « 




7,600 

0 

0 



Wagon Company 


Bs. 

a 

p 

7,600 

0 

0 

7,600 

0 

0 

7,600 

0 

0 

7,500 

0 

0 

7.S00 

0 

0 


_ 



Bs. 

a 

P 

7,600 

0 

0 

7,600 

0 

0 

7,500 

0 

0 

7,600 

0 

0 

7,600 

0 

0 





Y«ar| 

1 

2 

3 

4 

5 


flo Cash 


19 99 


99 99 


99 99 


»t >9 


Year! 

1 

2 


By SundriOT 


li*- 



0V7 


Wagon Account 





—Es: 

a 

p 



-ET 

a 

P 

1 

To Wagon Co. 


5.876 

7 

2 

1 

^ Depreciation 10% 











Ra. 82,471-1-3 

3,247 

1 

9 








M Balance o/d 

2,629 

6 

5 




5,876 

7 

2 



6,876 

7 

2 

02 

To Balanoo 

b/d 

2,629 

6 

5 

2 

By Depreciation 10% 
on Rs. 20,223 15 6 

2,022 

6 

4 


„ Wagon Co. 


6,170 

4 

4 

1 


„ Balanoo o/d 

5,877 

3 

5 




8,709 

9 

9 



8,799 

9 

9 

3 

To Balanoo 

b/d 

6,877 

3 

5 

3 

By Depreoiatiop 10% 











on Rs. 26,301-9-2 

2,630 

2 

6 


Wagon Co. 


6,478 

12 

6 


„ Balance o/d 

9,725 

13 

6 




12,356 

16 

11 



12,356 

16 

11 

4 

To Balance 

b/d 

• 9,726 

13 

6 

4 

By Depreciation 10% 











on Rs. 23,671-6-8 

2,367 

2 

3 


„ Wagon Co. 


6,802 

11 

6 


Balance o/d 

14,161 

6 

8 




16,528 

8 




10,528 

8;ii 

5 

To Balance 

b/d 

14,161 

6 

81 

5 

By Depreoiaton 10% 









1 


onRs. 21.804-4-5 

2,130 

6 

10 


„ Wagon Co. 


7,142 

IS 

0 


„ Balance o/d 

10,17313 

7 



21,304 


6 



* 21,304 

4 

6 

6 

To Balance 

b/d 

19,173|l3 

7 







Hire Purchase Interest Account 


Year 

1 

To Wagon Co. ( 

Rs. 

, 1,623 

• 

a 

8 

I 

Year 

} 

By Profit & Loss A/o 

Rs. 

I;e23 

a 

8 

P 

10 

2 

99 

99 99 

1,329 

11 

8 

2 

99 

99 

99 

1,329 

11 

8 

3 

99 

99 99 

1,021 

3 

6 

3 

• 9 

99 

99 

HQ 

3 

6 

4 

99 

99 99 0 

697 

4 


4 

99 

99 

91 

607 

4 

6 

i 

99 

99 99 

m 

2 

d 

5 

•t* 

99 

99 

357 

2 

8 

*1 





r 









I The following illustration will demonstrate that the value 
of the tragons is exactly the same as if the wagons were bought 
for cash and the depreciation were written off annually on the 
diminislnng balance. 
















W^on Account 


rear 



Be. 

a 

f 

Year 

■ 

Be. 

a 

•M* 

P 

1 

ToCaeh 


32,471 

1 

1 

By Depreciation 10% 

„ Balanoe o/d 

3,247 

1 

9 








29,228 

16 

6 




32,471 

1 

3 



32,471 

“l 

3 

2 

„ Balanoo 

b/d 

20,223 

IS 

6 

,2 

„ Depreciation 10% 

2.922 

6 

1 







„ Balanoe o/d 

26.301 

9 




29,223 

15 

6 



29,223 

15 

6 

3 

„ Balanoe 

b/d 

26,301 

9 

2 

3 

„ Depreciation 10% 

„ Balanoe o/d 

2,630 

2 

6 








23,671 

6 

8 




26,301 

9 

2 



26,301 

9 

2 

4 

„ Balanoe 

b/d 

23,671 

6 

8 

4 

„ Deimciation 10% 

2,367 

2 

3 








„ Balance o/d 

21.304 

4 

6 




23,671 

6 

8 


« 

23,671 

6 

8 

6 

„ Balanoe 

b/d 

21,304 

4 

6 

6 

„ Depreoiation 10% 

„ Balanoe 

2.130 

6 

10 








19,178 

13 

7 




21,304 

4 

6 

< 


21,304 

h— 

4 

5 

fl 

„ Balanoe 

b/d 

19,173 

13 

2 







Altemativo method —Following the above illustration it may 
be noted that under another method the buyer debits his asset 
account with the full cash value of the goods under hire-purchase 
and credits the vendor with like amount. The asset is depre¬ 
ciated in the usual way (as shown above) and the vendor is 
credited with the interest on the unpaid amount from time to time. 


Example: 

On 1st January 1940 a coUiery company bought wagons on 
hire-purchase system. Rs. 4,000 was paid as an initial payment- 
on the date of purdiase. The balance was to be paid in four 
years by annual instalments of Rs. 4,000 eacji payable on the 
1st of each year. The wagon company charg^ interest at the 
rate of 6 'pet cent per-annum on the yearly balances. The colliery 
company depreciates the wagons at the rate of 10 per cent per 
annum. 

Show the ^tries in the books of the CoUi^oy Company. 

The present value of an annuity of Re. 1 for 0 years at 5 per 
cent (as per Table) is Rs. 3’646951. Therefore t^ Cash value 



► f 


m 


of the ^ragoB is Rs. 4.0004-Rs 3*545951 X 4.000sRs. 4.0^rf 
Rs. 14.183-13>10sRs 18.183-12-10. 

The accounts axe opened with the following entries: 



Wagon Account 


.Fir« 


Jan. 1 To Wagon Co. 


1941 

Jan. 1 To Balance 


[EKiJ 


18.1831210peo.Sl 


' 1942 

Jan. 1 To Balanoe 


1943 

Jan. 1 To Balanoe 


1944 

Jan. Iwo Balanoe 


1945 

Jmi. ijToBalaaue 


By Drareoiation 10% 1,1 
M Balanoe o/d 16; 


8181 6| f 

,366 6 9 


f8,188 


b/d 16,366 6 9 


16,366 



1941« 

Deo.31 By Depreoiation 10% 
^ „ Balanoe 


18,1831210 


8 8 
28|14 1 


16,366 6 9 


1942 

Deo.31 


Depteoiation 10% * 1,47214 3 
klanoe o/d . 13.2661610 


1943 

Oeo,31 By Depteokution 10% 


DepteokHtion 10% 
„ Balanoe o/d 


De^Sl By Depreoiation 10% 
!3ai(uioe o/a 



. 13,26616-I10 


























m 


Wagon Company 


1940 


Bs. 

a' 

1040 


Bs. 

a 

P 

Jan. 1 

To Cash 



Jan. 1 

By Waeon A/o 

18,183 

tl210 

Dec.31 

„ Balance o/d 

14,892 

16,11 

Dec.31 

„ Int. 6% on 



1 







Be. 14,183-12>10 






18,802 

ISlll 



18,802 

i6ii 

1641 





1041 



Ip^ 

Jan. 1 

To Cash 


E 

0 

Jan. 1 

By Balance b/d 

14,892 

1511 

Dec.31 

„ Balance o/d 

11,437 


4 

Dec.31 

„ Int 6% on 










Bs. 10.802 15 11 

644 

w 




16,437 

10 

4 



15,437 

10 


1042 


mm 



1942 





Jan. 1 

To Cash 


0 

OiJan. 1 


11,4 37 

10 

4 

Doc.3] 

„ Balance o/d 


8 

5! 

! Dec.31 

„ Int. 6% on 






Hi 



■ 

Bs. 7437 10-4 

371 

14 

1 



11,809 

8 

6 


' 


8 

6 

1043 





1943 





Jan. 1 

To Cash 


0 


Jan. 1 

By Balance b/d 


8 

5 

Dec,31 

„ Balance 


0 

o; 

Deo.31 

„ Int. 6% on 










Bs. 3809-8.5 


7 

7 




p 

i 



8,000 

E 

0 

1044 





1944 





Jan. 1 

To Cash 

4,000 

0 

0 

Jan. 1 

By Balance b/d 

4,000 

0 

□ 


’ 








r 


Entries'in the Seller's Books— 

’ The seller will record the,, transactions in his books at their 
cash value. He will maintain a Hire-Purchase Day Book 
wherein the transactions will first be recorded. The customer 
will be debited with the cash value and the periodical total of the 
Hire Purchase Day Book will be posted -to the credit of Hire- 
Purchase Sales Account. 

As each instalment falls due, the customer’s account will be 
debited with the interest on the unpaid amount. The interest 
will be credited to the Hire-Purchase Interest Account and 
at balancing time will be transferred to the Profit and Doss 
Account. 

It will be necessary to create a reserve to cover any loss that 
may be sustained due to the default of the customers. 

Example: 

A colliery company purchases wagons on Hire-Purchase system 
over a pmod of five years, payable by annual instalments of 
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By Colliery Co 


f» »f f9 



•> t9 • 


JUioHier method: * 

I Where number of articles of small value are sold daily on hire- 
jrourdiase system, the above method vdU be rather too elaborate. 
^ simpler plan is then adopted. 

The hire-purchase sales are entered in a Hire-Purchase Day 
Book at cost. The total of this book is posted periodically to the 
debit of a Hire-Purchase Account in the General Ledger and 





































to the cxedit of an account called Goods on Hire-Purdhase. 
At balancing time the latter account is closed by tranter to the 
Trading Account. The stock in the hire-purdmsers’ hands axe 
valued at cost—entered to the credit of the Hire-Furdiase 
Account and brought down as a balance for the next period. 
The difference between the debit and credit side of the Hire- 
Purchase Account then brings out the profit up to date of the> 
hire-purchase business which is transferred to the Prc^t and' 
Loss Account. 

A Hire Purchase Ledger is of course maintained for the personal 
account of each hire-purchaser. But this is a memorandum book. 
Each customer is debited with the full amount due from him and 
credited as and when the instalments are received. The balance 
of the account show the amounts still due from the customers. 


Hire Purchase Account 


19-. 


-TteT 

T 

P 

1 19— 


Bs. 

a 

p 

Jan. 1 

To Stock in Cuato- 




Dec.31 

By C^h received 





men' hands (at 




« 

from hire-pnroha* 





cost) 

10,174 

2 

8 


sers* during the 










year 

20,698 

3 

8 

Dec.31 

„ HirO'Purohase 










Sale for year 










(at cost) 

40,852 

3 

2 

31 

„ Stock in Costo* 










mers* hands (at 










cost) 

86.470 

12 

8 

[)eo.31 

„ Balance (profit 










tu date) transfer* 










rod to F.ftL. a/fl 

6,042 


6 










'4 



66.009 

i 

4 


IMSTALMEKT-PATHENT PURCHASES 

When goods are purchased on iiistalment-pa}miettt S 3 ^em, 
the property in the goods passes'to the buyei !atonce. He becomes 
the owner of the goods only the pajrments are made in instalments 
spread over a period. If default is made in payment, the sell^' 
cannot retake the goods, he can sue the buyer for the recovery 
of the balance of the debt. The difference betwt^ the instalment 
payment and hire-purchase system is to be ibted. Under the 
hire-purdiase system In case of default the seller takes bade the 
goods. This difNence necessarily requires difiemt treatment 
in book-keeping. 

EnMes In the buyers hooks—In the puidiaser’s book the asset 
a^uttt will be debited with the cash value cl the goods as he 
tlias become the legal owno: of the assets. Ws amount win be 








credited to the vendor’s sccoont. The vendor's account wDd he ' 
credited <»ch year with the interest on the outstanding balance 
and debl^ with the instalments as and when paid. 


Bnmpie: 

A colliery company purdiases wagons on instalment payment 
j^stem to be paid ior in 5 years by annual instalments of Rs. 
^^500. The ca^ value of the wagons is Rs. 32,471'-1-3, and the 
wagon company charges interest at 6 per cent per annum on the 
yearly balance. 

Write up the accounts in the books of the purchaser, charging 
depreciation at 10 per cent per annum on the diminishing balance. 

Wagon Account 


Yew 

1 To Wagon Co. 


32,471 


32,471 



2 „ Balanoe b/d 29,223 16 


29.223 


3 ., Balanoe b/d 26,301 9 


I 26,301 

4 „ Balanoe b/d 123,67l| 6 


0 u Balanoe b/d 


6 t „ Balanoe, b/d 119,17 


By Depreoiation 
•I „ Babmoe o/d 


Deiweoiation 
Ba^oe o/d 


Depreciation 
Baiaaoe e/d 


Depeoiation 
Balanoe' o/d 



„ Depeoiation 2,130 610 

HBflilanoe o/d 19,17318 7 

























Wagon Company 




1 Rs. a; p,l 

1 

ToCMh 

7,600. a 

01 


„ Bal»nae o/d 

26,694 

10 

1 



34,094 

10 

ll 

1 

2 

„ Cosh 

7,600 

0 

0 


» Balanoe o/d 

20,424 

6 

9 



27,024 

5 

9 

3 

„ Cash 

7,600 

0 

0 


„ Balanoe o/d 

13,046 

9 

3 



21.445 

9 

3 

4 

„ Cash 

7,600 

0 

0 


„ Balanoe o/d 

7,142 

.3 

9 



14,642 

f3 

9 

5 

„ Cash 

7,500 

0 

0 



7,500 

0 

0 


a 





YeSt 



a 


1 

By Wagon A/c 

32,4.71 

1 

. 


„ Intmwst 6% on 





Ra. 32471-1-3 

1,623 

8 

1 




E 


2 

„ Balanoe b/d 

26,694 

10 



„ Interest 6% on 





Rs. 26694-10-1 

1,329 

11 

1 



27,924 

5 

1 

8 

„ Balanoe b/d 

20,424 

6 

1 


„ Interest 6% on 





Rs. 20,424-e-9 

1,021 

3 

< 



21,446 

9 


4 

„ Balance b/d 

13,946 

9 



„ Interest 6% on 





Rs. 13946-0-3 

697 

4 




14,642 

1 

13 

£ 

6 

„ Balance b/d 

7,142131 

9 


„ Intorost 6% on 





Rs. 7142-13-9 

367| 

2 

3 



7,600| 

0 
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Alternative method —As above the asset account will be debi¬ 
ted with the cash value of the goods purchased. The difference 
between this amount and the total amount payable, that is 
the interest charges will be debited to an account called the In¬ 
terest Suspense Account and the total 'amount will be credited 
to the vendor’s account. As the payments are made, the vendor's 
account will be debited. At each balancing time a portion of the 
Interest Suspense Account reprlsenting thtf interest on the impaid 
balance up to date will be transferred to the Profit & Loss Account. 
By the time all the instalments are paid the Interest Sus^nse ' 
Account will be completely wiped off. 

The Journal entries will be 

4 'k 

Dr. Cr. 



Ra. 



Rs. 

at 

Wagon Account 

32.471 

t! 




Interest Suspense Aooount 

6,028 





To Wagon Company 


1 

1 


I 








wagon account will be aa has been shown above. 
veQdo(i^#ccotint for two years is givoi below. 


Wagon ^Company 


'ou 


Rs. 


Pi 

Year 


—hi: 
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P 
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By Sundries 

37,500 

ED 

0 


„ Balanod o/d 

QOS 

t 

E 








37,600 


E 



pm 

G 

S 

2 

To Cash 



n 

2 

By Bidanoo b/d 


e 

m 


„ Balamse o d 



E 










E 



30,000 

i 

0 




r 

□ 

3 

By Balance b/d 

mm 

i 
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Interest Suspense Account 


’’ear 


Be. 

a 

Pi 

Year 


Re. 

» 

P 

I 

To Wagon Co 


14 

9 ! 

1 

By Profit a Loss a/o 

1,623 

8 

10 







„ Glance o/d 


5 

11 




14 

9 


• 


ffi 

9, 

2 

„ Balance b/d 

3,405 

6 

11 

2 

• 

„ Profit a Loss a/c 

1,329 

m 

8 







„ Balance o/d 


10 

8 



3.406 

6 

11 



IEB3 


11 

8 

„ Balance b/d 

2,076 

ffl 

3 

3 

„ Profit aLoss a/o 


8 

6 



iS 




„ Balance o/d, 


6 

9 




m 

3 




ffi 

8 

4 

„ Balance b/d 4 


5 

9 

• 4 

„ Profit a Los a /c 

• 007 

4 

6 


1 





„ Balance «/d 

357 

2 

8 



1,054 

1 

9 



mm 

6 

9 

5 

„ Balaaoe 

• 

36? 

2 

3 

5 

„ Profit a Loss a/c 

367 

2 
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Entriesln the Seller's books —^The purchaseris debited and the 
/Sales Account is credited with the cash value of the goods. 
''Periodically the purdiaser is debited and the Interest Ao:ottnt 
credited with the interest on the outetanding balance. 

Taking the above example write up the seller's books lor two 
years. 




































OolUcHy CompMoy 
To8«1m 

For wle of Wagons on InatalBiMit'paypent 
■yatcnn. 
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• P 

SM71 

1 
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8S»471 

1 S 


Colliery Company 


Tear 


ha. 

a 

Pi 

Tear 


-RT 

.a 

P 

1 

To SahM A/o 

82.471 

1 

8 

1 

By Cash 

7,600 

0 

0 


Intoreei 

1,828 

8 

10 


M Balance e/d 

26,694 

10 

1 



84,004 

10 

1 



84,094 

10 

1 

2 

„ Bi^nee b/d 

26,694 

10 

1 

2 

..Cash 

7,600 

0 

0 


„ Intemt 

1,829 

» 

8 


„ Balance o/d 

20,424 

6 

9 



27,924 

6 

9 



27,924 

6 

9 

8 

o Balance b/d 

20,424 

A 

ns 







In the alternative method the total amount of interest that 
will be earned over the entire period is credited to an Interest 
Suspense Account from which at each balancing time the interest 
earned up to date is transferred to the credit of the Profit and 
Loss Account till finally the suspense account is extingui^ed. 

.Taking the above example again the entries will be: 

I 

Journal 

Dr. Cr. 


1 

Rs. 

a 

P| 

— isa 

af 

CoBiery Company 

- 87,600 

0 

5 



To Sales Aooonnt 




82,471 

1 

Interest SnspeoM Aoooont 




6,028 

14 

For Wagons sold on the Instidmeot-payment 






system 


_ 





The ledger accounts are not given here. *^1116 en^es in the 
seller’s books axe jtisttko reverse of the en^es in the buyer's books 
shown above. 

Creatiz^ an Interest Suspeise Account aems to be the better 
m^hod as the total intend that will be earned is a definite 
Uability of the buyer under the Instahnesb-payment system. 


m RSTUBH 


Soi^tim^ goods ai# dot to ct^stMers on appro^. *thR 
customers aie given, the opti^ to boy the goods or,them 
within a specified peiiod. It is dear that such transactions are 
not sales until the cnstomers approve them. Therefoie goods 
$ 9 ent out .on sale or return cannot be entered in the Day Book as 
an ordinary Isle. But soine record mnst be kept of the gdods so 
sent out. Hie method of recording will vary according to the 
volume of transactions. 

If the transactions are not numerous a Sale or Return Day 
Book as shown in the nerct page will serve the purpose. 

When goods are sent out, particulars of those will be entemd 
in the columns provided, no postings however will be made of those 
entries. ' 

On any customer accepting the g^ods the columns under Goods 
Sold will be written up. It is then sale and diould be posted to 
the debit of the customer’s account, the total being periodically 
posted to the credit of the Sales Account. It may be noted that 
the goods sold portion serves the purpose of the Sales Day Book. 

When any customer returns the goods, the Goojls Returns 
coltunn should be filled in and there wiU be no postings as there 
was no posting when the goods were sent out. 

At balancing time all outstanding items should be extended to 
the Balance column. The total of this column is the value of the 
goods lying with customers on that date. 

The total of tire Goods sent out column will be equal to the 
total of the Goods sold, Goods Returned and the Balanc^cotunins. 


If such transactions are numerous it will be necessary to xuaintain 
. A separate set of boo& viz., a Salt?or Return Day Book, a Sale or 
Journal and a Sale or Return Dedger, Thf^ books will 
t^ iQ^tainq^ on double-entry principle a$ a separate unit, 
jpbgtpodsjefit out on sale or return will be entered in the Sale 
or Bay BW (ruled as the ordinary Sales Day Book) end 
to the debit the Refsonal Accounts opened ^ the 
JSaks cu Ledger tiie total bting ^periodically posted to the 

f(uedit of tMGoods Sent on Sale or Return in the sa^ l;^edger. 


totsi postings of Goods Sold and Goods Returned, r , 

On any castmnm aco^^th^ the goods, the pImtiOolars be 
entered In.tiie Goo^ Sold oOmmh In the Spde or Itettun JoljEiial. 


Sale or Return Day Book 
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Tlie amount wiU be postad to the debit ol the customer’s penimud 
accoimt in the Sales l^edger and to the credit of his temporary 
accotmt in the Sale or Return I^ger. The total of this column 
will be posted to the credit of the Sales Accoimt in the General 
I^ger and the debit of the Goods sent on Sale or Return Account. 

When goods are returned the particulars will be entered in the 
Goods Returned column in the Sale or Return Journal Indivi¬ 
dual items will be jjosted to the credit of the customer’s ledger 
account in the Sales or Return I^edger and the total will be posted 
to the debit of the Goods sent on Sale or Return Account to the 
same ledger 

At balancing time goods outstanding on Sale or Return will 
be valued at cost and treated as stock It will appear in the 
Trading Account and the BaUiuce Sheet. 

In businesses where it is not customary to send goods on Sale 
or Return, such transactions are passed through tlie ordinary Sales 
Day Book and posted to the debit of the customer's account. A 
note is kept to indicate that the goods are sent out on Sale or 
Return If at balancing tune any such goods remain outstanding 
it will be necessary to nuke adpistmenls by Debiting Sales Account 
and crediting Delators on .Sale or Return Account with the value 
of such goods It will be taken into Stock at cost price 

In tlie next peiiod if the goods are accepted by the customer— 
Debit Debtors on Sale or Return, Credit Sales. If the |;oods are 
returned Debtors on Sale or Return, Credit the persdnal 

account of the customer 


ROYALTIES 

A mineral royalty is the amount payable to the landlord on 
the basis of so much per ton of ore or mineral obtained from a 
mine, colliery, pit etc. The right to publish a book or manufac¬ 
ture and sell a patented article also involves the payment of 
royalty to^the author or the owner 

Minim um Rent or Dead Rent: 

This is the annual rent that must be paid to the Landlord by 
the le^ee whetiier any ndneral is raised or not. As the royalty 
is a diarge based upon the tonnage raised it is possible that in 
some years—specially in the early years the lessor may get very 
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little or even no income from the mine leased out. To ensure a 
steady minimum income, the lessor stipulates that a certain mini¬ 
mum rent must be paid to him. If the output is large the mini¬ 
mum rent merges into a royalty of a fixed amount per ton. 
Thus the lessor gets the minimum rent or the royalty whichever 
is greater. 

Short workings: 

When the royalty on the output amounts to less than the 
minimum rent, the difierence is called the ShortWorkings or Shorts. 
It is generally provided in the mineral lease that the lessee 
will have the right to recoup the short workings out of future 
royalties should these exceed the minimum rent. The right of 
recoupment is sometimes restricted to certain number of years. 
Short workings are also known as Redeemrble Dead Rent. 

Treatment of short-workings : 

When and so long there is right to recoup the Short Workings, 
the Royalties Account is debited with the royalty on the actual 
output and the balanc#' of the minimum rent paid is debited to 
the Redeemable Dead Rent Account, the Dandlord being credited 
with the minimum rent. The Redeemable Dead Rent is treated 
as a temporary advance so long there is time to recoup. It is 
shown on, the asset side of the Balance Sheet. When the time for 
recoupment has expired, any balance standing in the Redeemable 
Dead Rent Account is written off to the Profit and Loss Account 
as an uiirecovered loss. 

Recording in books; 

(a) ^^hen the Minimum Rent is, greater |that the Royalties 

1. Debit Royalties Account witli the royalty on the actual 
output. 

2. Debit the Redeemable Dead Rent Account with the 
difference between the Minimum Rent and the Royalty. 

3. Credit Landlord’s Account with the Minimum Rent. 

i 

(b) When the Minimum Rent is less than the Royalties 

1. Debit Royalties Account with the royalty on the actual 
output. 

2. Credit Landlord’s Account with the Minimum Rent. 

3. Credit Redeemable Dead Rent Account with the balance. 
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When the excess royalties arc more than suiEcieiit to recoup 
the short workings* the balance of royalties must be credited to 
the l^andlord’s Account in addition to the Minimum Rent. 
Needless to say that when there is no Short Workings to be 
recouped, the Landlord's Account will be credited with the total 
amount of royalties. 

Example: 

A colliery company acquires the lease of a mine at a Minimum 
Rent of Rs. 10,000 per annum merging into a Royalty of 4 as. per 
ton with the right to recoup SJwrt Workings during the first three 
years In the first year the company raised 24,000 tons, in the 
sectuid 5 'ear 36,000 tons, in the third year 56,000 tons. 

Show the Royalties Account, the Short Working Account and 
the I/andlord's Account. 


> I 

'l\> Umllont 

2 T(> Landlord 

3 To Landlord 

„ A(i‘dootnable 
Oi>iwl Bont 



Royalties Account 


Ks. a |> Yf'Ar 

Rh. 

a 

P 

0,(K)0 0 0 1 Trading a/< 

•6,000 


0 

9,000 0 0 2 |By Trading a/r 

•0/)OO 

1 o 1 

0 

10,000 0 0 3 'By Trading a/o 

14,«00 

0 

0 

4.000| 0| 0 j 



• 

14,000' 0, 0 

1 • 1 

14,000 

0 

0 





71 % 


r 


Landlord 




Rs” 1 a 

pi Voar 

Bs. 

a 

p 

1 

loCMh 

10,000 0 

0 1 By Boyidties 

6,000 

0 

0 



I 

1 

1 „ Bent 

4.000 

0 

0 



lO.OOfJ 0 

0 

10,000 



2 

To Cash 

jo.ouo, 0 

0 2 By Boyalties 

9,000 


0 



_l__ 

„ JL>«^ Kent 

1,000 

•0 

0 



y),ooo| 0 

0 

10,000 

0 

0 

8 

To Cash 

io,oouj 0 

0 .3 By Royalties 

10,000 

0 

0 

*m — 
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Alternative Method : 

Where the Minimum Rent Account is maintained the following 
method should be followed • — 

(a) Where the Minimtftn Rent is greater than the Royalties 

1. Debit Dead Rent o^r Minimum Rent Account and 
Credit Landlord’s Aa'ouiit with the Minimum Rent. 

2. Debit Royalties Account and Credit Minimum Rent 

Account with the royalty on actual output, ^ , 

3. Debit Short Workings Account and Cre<lit Minimum 
Rent Account with the difference between the Minimum 
Rent and the Royalties. 

I 

(b) When the Royalties are greater than the Minimum Rent 

debit Royalties Account with the royalty on the actual 
output and credit Landlord’s Account with the 
Minimum Rent and the Short Workings Account with 
the balance 

tit * 

Example: 

A colliery company acquires the lease of a coal mine for 
forty years at a Minium Rent of Rs. 10,000 per annum merging 
into a Royalty of annas eight per ton. The Company is entitled 
to recoup Short Workings during the next four years foUowiug 
tlje year in respect of which such Short Workings are paid. 
The annual output of coal are as follows:—First year 10,000 
tons, Second year 18,0000 ttms, Third year 24,000 tons, Fourth 
year 38,000 tons. 

Show the ledger accounts for Royalties, Short Workings, 
Landlord and the Minimum Rent. 
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li^miuii Bjeat Account 
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0 Landlord 


„ Laudloid 
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"^Ba. law Vear T “ 
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I i „ Short Working 
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10,000, 0 0 2 „ Royalties 

I „ Short Workings 
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' 
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1 o Mimmum Rent a/i 
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_1 

])v Trading a t 
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0 
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9,000 0| 0 2 
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10,000 o' 0 3 

„ Trading a/t 

12,000 
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„ Short Workings 

2,000 0, 0 







12,0(K)| 0 0 • 
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„ Irading a/c 

19,000 

0 

0 


„ Short workings 

4,000j 0 0 
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0 2 

„ Balance c/d 
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0 

~0 
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„ Minimum Rent o/t 
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6,000 
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„ Royalties 
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„ Royalties 
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0 
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EXER^CISES 

1. A colliery company hires 100 wagons on the deferred- 
purchase system over a term of seven years, the rent being payable 
by quarterly instalments of £200, with an addition for repairs of 
£2 i)er wagon per annum. Assuming the wagon company’s 
charge for interest on the cash price of the wagons to 
t>e 5% per annum, make the Journal entries for the first yew 
necessary to apix)rtion the quarterly payments between Capital 
and Revenue. 

(Chartered Accountants.) 

2. Explain briefly, by means of pio-fonna examples, how 
“royalties" and “short-workings," arisijig out of a mining lease 
are dealt with in the books of the lessee of a colliery. 

(Royal Society of Arts.) 

3. Define “dead rent’* and “short-working" in the case of a 
colliery. In what circumstances is it proper to uphold the latter 
in the Balance Sheet as an asset ? How would you estimate its 
value ? 

(Chartered Accountants.)^ 

4. The lease of a colliery contains a clause which gives pow'er 
to recoup short-workings over a term of years. 

What is meant by this concession ? 

‘ What are your duties, as auditor, with regard to the treatment 
of short-workings in the annual accounts of the colliery ? 

“ (Cliartered Accountants.) 

5. The Coal Mine Company, I,td., tqok a lease of a colliery 
from G. Risch for 1>0 years from September 29th, at a ground 
rent of £50 a year, pajmble half-yearly, and a royalty of Od. per 
ton, with a minimum n)yalty of £80 a year, payable half-yearly. 
During the first year the Company raised 2,500 tons, and during 
the second year ended September 29th, 4,000 tons. The several 
amounts to G. Riscli were'paid twenty-one days after becoming 
due. Write up both Personal and Nominal Accounts, and balance 
them at the end of each year. 

(Chartered Accountants.) 


6. A coal company has a lease of an area of coal, and also 
owns an area of freehold coal. What steps should you take to 
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ascertain that Revenue was bearing its proper dnnual charge ill 
respect of the coal got ? 

(Chartered Accountants.) 

7. The Northern Colliery Company, lytd., took a lease of a 
coal mine for a period of twenty years from January 1st. Under 

I the lease a royalty of 6d. per ton upon the output was payable, 
with a minimum rent of £400 per annum, with pow'cr to recoup 
short-workings over the first five years of the lease. 

Show the Royalty, Short-workings and Landlord's Accounts 
in the books of the colliery companj", assuming tliat the annual 
outputs for the first five years of the lease were: first year, 10,000 
tons; second year, 15,000 tons; third year, 17,000 tons ; fourth 
year, 18,000 tons; fifth year, 20,000 tons. 

• (London Chamber of Commerce.) 

8. What are the duties of an* auditor with relation to the 
accounts of coal and mine owners on the one hand, and lessees of 
coal and other minerals on the other hand, and what steps would 
you take to ensure that the interests of b<ith are i)rotected ? 

(Chartered Accountants.) 

9. A Colliery Co. hires Wagons on the Hire-Purdhase System 
over a term of tw'o yerrs, starting on Ist January 1^37. The 
in?>talnicnt’i of Rs. 4,000 each are payable lialf-yearly. The 
present cash value of the Wagons is Rs. 14,870 and the Wagon 
Co. charges interest at^the rate of 6% per annum, working on 
half yearly rests. 

Draft the necessary Journal Kiitries to record these transac¬ 
tions in the liooks »f the Colliesy Company. Prepare ‘also the 
Wagon Account for'the four halt-years. 

' (G. D. A.) 

10. A Motor.Car Co. sends out its Cars to dealers on “Sale or 
Return". All such transactions arQ, however, treated like actual 

4 sales and jjre passed through the Day Book. Just before the end 
I of the financial year, two Cars, which had cost Rs. 6,600 each, 
I have been sent on “Sale or Return" and have been debited to 
customers at Rs. 7,600 each. Howr would you adjust these 
traubactions for the purpose of the Company's Profit & Loss 
Account and Balance Sheet? 


(B. Com.) 



n« A colliery company aoqttires 100 railway wagons ott tibe 
hife-purchase system. Payment has to be made by atmiial 
instalments to include principal and interest. Pending the 
payment of the final instalment, how will you treat the Wagon 
Account in the books, and show this asset of the company frcnn 
year to year ? 

(Chartered Accountants.) 

12. If a company hires wagons or other property on the 
hire purchase system, by which they become the absolute pro¬ 
perty of the company after a fixed number of payments, would 
you apply the annual payments to increase the value of the item 
"Wagons," or how otherwise^ 

(Chartered Accountants.) 

i 

* 

13. On March 1st the .S Coal Company obtained wagons 
on the hire-purchase system The price of the wagons was 
£l ,150, Payment was to be mack, as to £ 150 down and as to the 
balance at £200 per year with 3% interest 

The B. B Coal Company writes off 10% deiirecialion each year. 

Construct the necessary Ledger accounts in the books of the 
company, showing in detail the entries. 

(Incorporated Accountants.) 

14. A gas company deals in stoves on tlie hiie-purchase sys¬ 
tem C)n January 1st A purchased a stove from the company 
for 66s. to be paid by twelve equal quarterly instalments of 
4$. 7d. eadi. 

The stove cost the gas company 37s fid 

The four quarterly instalments payable,in the first year were 
duly received by the company. 

How should these transactions appear in the company’s 
I^edger, so that the year is credited witli its proper proportion of 
the profit earned ? (The question of depreciation can be dis¬ 
regarded), 

(Chartered Adcountants.) 

15. Explain what you understand by a hire-purchase agree¬ 
ments. Show how the books of a furniture dealer, selling goods 
on the hire-purchase system, should be kept, and insert a few 
typical entries in the various books which you name. 



Show m wjbat ptlsii^pkd the Trading Account and 
Sheet <d a buainess of this kind i^ould be constructed. 

(Incorporated Accountants). 

16. In the accounts of a firm purchasing wagons or other 
plant on the hire system, under agreement that the payments 
^Aiould extend over a period, how would you deal with the annual 
'payments to the vendors in the Balance Sheet and Profit and 
I<<»s Accounts of the purchasing company? 

(Chartered Accountants.) 

17. Ought depreciation to be charged to revenue in respect 
of (hire-pnrchase) wagon not yet the property of a company, and. 
if so. upon what sum ought it to be calculated ? 

(Chartered Acocuntants.) 

18. The Hard Coal Colliery Co , ktd. agreed to purchase from 
the International Wagon Co, ;^td., 100 railway wagons, at the 
price of £50 per wagon, paying for the same, by half-yearly in¬ 
stalments of £300, such instalments to include interest on the 
unpaid purchase money at tlie rate of 7% ^r annum. 

The date of the purchase was l.st January 1935, and the first 
half-yearly instalment was due on 1st July 1936. 

Write up the Hard Coal Colliery Co.’s Account in the Wagon 
Co *s books for 3 years, and also write up the Wagon A<!Couiit in 
the Colliery Co.s books for the same period. 

(Chartered Accountants.) 

19. The Bengal Coal Co are lessees of a mine on U Royalty 
of eight annas per to^ of coal raised, with a "Tiead Rent’.’ of Rs. 
40,000 per annum, anl'power to recoup ‘‘Short Workings’* during 
the first five years of the lease. The output for.the first five 
years were as follows :— 

1st year, 10,000 tons ; 2nd year, 48,000 tons , 3rd year, 80,000 
tons ; 4th year, 1,20,000 tons; 6th year, 1,20,000 tons. 

-4 Write up the "Dead Rent’’, ^ "Royalties", the "Short 
nVorkings"* and the "landlord’s’’ Accounts in the Company's 


j Ledger. 


(G. D. A.) 


20. A. B. Co., Ltd. hold a lease of minerals from R. $. for a 
period of 40 yearn from 1st January 1936; under this lease tiaere 
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is payable a Royalty of 6d. a ton merging in a minimtun rent of 
£1,000 a year, payable half-yearly on 30th June and 31st Decem¬ 
ber. They granted a sub-lease for 20 years from 1st July 1935 
to X. Y. Co., Ltd., of one-half of the area for a Royalty of 9d. a 
ton merging in a niiiiiinum rent of £760 a year, payable half- 
yearly ou 30th June and 31st December. 

A. B. Co., Did., are entitled under the lease from R. S, to 
recoup short working out of subse<iuent excess workings through¬ 
out the term of the lease, but the sub-lease only allows X. Y. Co., 
I^td., to recou]> short workings out of excess workings in any of the 
three half-years immediately following that in which the short 
working accrued. 

Minerals were worked as follows 

By A. B. Co., By X. Y. Co., 
btd.. htd. 


Half-year 

ended 

30. 

6. 

36. 

5,000 tons 

6,000 tons 

f 1 

# » 

31. 

12. 

*36. 

6,000 ,, 

5,000 „ 


ff 

30. 

6. 

.30. 

. 2(^,000 

(i.OOO 

ff 

f f 

31. 

12. 

36. 

30,000 .. 

0,000 ,, 

>> 

9 9 

.30. 

0. 

37. 

26,000 ,, 

12,000 


Show the Royalties Account and the vShort Workings Account 
under the. lease from R. .S. and the sub-lease to X. Y. Co., btd., 
in the books of A. B. Co., htd. which are balanced yearly on 30th 
June. ‘ 

• (Chartered Accountants.) 

21. A (ras Co. smuts out the Clas ?>toves to dealers on “Sale 
or Return.” All such transactions are, however, treated like actual 
sales and are ])ussed through Day Boo|j:. Just before the end 
of their financial year, 100 Stoves, which'tost them Rs. 160each, 
have been sent to a dealer on “vSale or Return'’ and have been 
debited to his account at Rs. 200 cacli; out of which only 20 
Stoves are sold at Rs. 230 each. 

How would you adjust this transaction for the purpose of the 
Company's Profit & Jyoss Account and the Balance Sheet ? ^ 

*(B. Com.) 

22. Distinguish between Goods on Consignment and Goods 
sent out on Sale or Return, and describe shortly the best way of 
dealing with each class of transaction. 

(Incorporated Accountants.) 
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23. The Birchets Minered Water Co. Ivtd. sends out codes ol 
aerated water to chemists in various parts of the Country on % 
'*Saleor Return". Eacli chemist is at once debited in the Company’s 
books with the water supplied at the price he is to obtain for it 
when sold, and is allowed to deduct 10% from the value when 
accounting for his sales The personal accounts of all chemists 
so supplied arc included in the ledger balances at the end of the 
year. How would you deal with these accounts when preparing 
the Co.'s Profit & Ivoss Account and Balance Sheet ? 

(bondon Chamber of Commerce.) 

24. Ui)on being appointed book-keeper to the Whirlwind 
Automobile Co., Ltd , you find that 10 cars have been sent to vari¬ 
ous people for trial jmrposes, “on sale or return”. These tran¬ 
sactions, however, have been j)assed through the Company's 
books as actual sales at full list price amounting to £3,750. Is this 
correct ? It not, what rectification of the accounts w'ould be 
necessary ^ How should such transactions be treated in the 
Company's animal aceountb as prepared for publication ? 

(bondon Chamber of Commerce ) 

25. A rvaiulloicl leased his Collieries to a Company for 30 
years at a dead rent of t(>00 a year merging into a Ro 3 %lty of 6d. 
a ton, with power of recoupment over the period of the lease. 

The Company’s output lor the first seven years was as follows: 

1st year, 6,000 tons * 2ud 3 'ear, 15,000 tons ; 3rd yc«»r, 20*000 
tons ; 4th year, 24,000 tons ; 5th year, 25,0(K) tons ; Oth year, 

26 000 tons ; 7th ygar, 24,000 tons. 

How will these \vdrkings be sLown in the annual Profit &l<oss 
Accounts and the Balance Sheets of the Company ? 

(Chartered Accountants.) 

26. The R. Collit.ry Co , l^td.,Teased a property from A at a 
Royalty of Is. 6d. per ton with a minimum rent of £2,000 per 
annum. Bach year's excess of minimum rent over Royabiftc 
recoverable out of the Royalties of the net five years. 

In the event of a strike and the minimum tcp' 
reached, the Lease provided that the actual Royd 
the year discharged aU Rmital obligations for thl 

i 



results of the working^ were as follows 
Fiist year of the Co. ended 31st December 1331. Actuai 
Royalties nil 

Actual Royalties £ Actual Royalties 

Year ended 31 12 1932 650 year ended 31.12.1936 3,500 

„ 1933 . 1.850 „ (Strike) 1937 1,900 

„ 1934 2,2.50 „ 1938 3,000 

„ 1936 .. 2,800 

Write up tbe Minimum Rent Account and the Royalties 
Account showing the amount charged to Profit & Doss Account 
each year. 


(Chartered Accountants) 



Aocooinr mmBBtr amd avbbaob dvb datIb 

An Aeeouttt Cmvent is a statement in Dr and Cr form of the 
various transactions that have taken place between two parties 
during a particular period, interest being calculated on each item 
at an agreed rate. It is usually rendered by one dealer to another, 
* by an agent to his principal, by a banker to his customer. 

Party Rendering the Account— <The Account Current is in 
fact the copy of the ledger account in the books of the party ren¬ 
dering it. the items therefore appear in chronological order. In 
the heading the name of the party rendenng the account appears 
last. Thus"S Ghose in Account Current with B signifies 

that B Dastoor is rendering the account to S. (Those. The 
account is debited with cash, goods or bills paid or senttoS. Chose 
and credited with cash, goods etc received from S Chose or on 
his account. 

Calculation of Days —For the purpose of calculating the number 
of days for interest only one and not both the end days will be 
counted The end days are—the day on which the transaction 
took place and the day on which tlie account is made*uj) Thus if 
a transaction took place on the 4th of February and account 
is made up on the 30th Tune, either of these dates will be counted. 
It is usual to leave out the date of transaction and t<f count the 
last date Wlien an item is recorded before the due date (in*case 
of bills), the interest begins to run from the due date and not from 
the date when it is recorded. 

If the Account Current starts with an opening balance, that 
day will be countec^ for it is nqt the date of the transactiem but 
comes from the prei«bus period. Where we have—for example— 
'‘Ist July, To Goods", 1st July will not be counted; but in “1st 
July, To Balance", 1st July will be counted. 

Different methods of Calculating Interest— The following 
different methods arc usually followed in calculating the interest 
in Account Current. 

1. By Tables—Gn each item interest is calculated separately 
for the number of days it has to run up to the end of the 
period. The interest is entered in the Interest Columns, 
provided on both sides of the account. The Interest 
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Colmtms are added and the balance is carried to the 
Principal column. 

2. By Products —This method consists in multiplying each 
amount by the number of days it has to run for interest 
the product being placed in the Product Column against 
the item. Eight annas or above is counted as a full rupee, 
smaller sums being ignored. The Product Columns are 
then balanced and the interest on the balance is extended 
into the Capital Column. The interest is worked out by the 
following formula— 


Interest - 


Balance of product <' Rate 
305x100 


3. By Interest Numbers--This is just the above method 
with sonje variation. “The product ot)tained by multi¬ 
plying each amount by the number of days it has to run 
is divided by 100, and the quotient called the interest 
number is entered against the res]iectiveitem in the column 
called the “Interest Numbers”. The number columns 
are balanced and the interest on the balance number 
is worked out which is oxtendeil to the principal column. 

The interest is ascertained by the following formula— 


Interest-- 


Balance of number x Rate 
365 


Example: 

The undennentioned transactions took place between X at 
Bombay and Y at Calcutta. 

Jan. 1, 19— Balance owing by Y to X—Rs. 600. 

Jan. 7, X sent goods to Y —Rs. 300. t 

April 10, Bank draft received this day by X from Y—Rs. 600. 
April 16, X paid on behalf of Y freight and other charges 
Rs. 160. 

Prepare Account Current bearing interest at 6 per cent to be 
rendered by X to Y as on 30th April 19—. 
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(3) Same as above, but interest calculated by means of Interest numbers. 
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Hie average due date ia the equated or mean date on vvhich a 
single payment may be made in lieu of several payments on 
differ^t dates. 

When several bills are due for payment on different dates, 
4jie account may be settled by paying a single bill for the total 
!!imount on the average due date. The average due date method 
is also used in calculating interest on partners* drawings. 

How ascertained—The average due date may be ascertained 
by the following metho^ — 


(а) Take the first due date of the transactions as the starting 

point. • 

(б) Calculate the number of days from the starting point on 
which each transaction is due for payment. 

{c) Multiply the amount of Ach transaction bj' its respective 
number Amfiunts less tlian eight annas are ignored and 
above eight annas are taken as another rupee 

{d) Add up the products in one total and add up the amounts 
into one total. 

{e) Divide the total of the products by the total amount. 

(/) The result will be the number of days the average 3ue date 
is subsec^uent to the starting point The date can then be 
ascertained Ignoq: fractions of days, take the nearest 
whole number. 


Ex&iiiiito; 

A merchant has purchased goods the due dates of which arc 
as foUov^— 

May 15th Rs. 200 due April 20th. 

April 19th Rs. 100 due May 2.5th. 

April 28lh Rs. 300 due June 28th 
May 20th Rs. 350 due July 16th> 

May 24th Rs. ^8 due July SOth. 

He wishes to give a bill for the total amount due payable on 
the average due date. Ascertain the date« 

55 
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Take 20th April as the starting point. 


April 20th 


0 days from the starting point. 

May 26th 

- 

35 

1J »» 

June 28th 


69 

If IS 

July 16th 

r- 

87 ,. 

M fl 

July 30th 

■iT- 

101 „ 

>1 * » 

Amount 


Days 

Products 

Rs. 200 

y 

0 

0 

100 

✓ 

35 

3,500 

300 

-< 

69 

20,700 

350 

/■ 

87 

30,450 

408 

jf 

lOJ 

41,208 

1,358 



95,858 


95,858 ; 1338 -71 (approyiniateh) The average due date is 
therefore 71 days from the starting point i e 71 days from April 
the 20th which is 30th June 



EXERCISES 

1. What is an Account Current ? Give example containing at 
least four items on the debit side and an equal number on the 
credit side. In some pass books your account appears as “X” in 
Account Current with Alpha Bank I^td. and in otliers as Beta 
Bank Ltd. in Account Current with "X". Explain each method 

writing the Account. (Calcutta University.) 

2, Define an '‘Account Current” and make out such an 
ciccouiil for Alfred Brown in respect of the following transactions 
with Charles Dawson--Jaii. 17, Goods sold to Charles Dawson, 
/200, due Eeb 1st. Received cash from Charles Dawson £300, 
due April 1st Paid to Charles Dawson, Cash £200, May 1st, 
(ioods bought of Charles Dawson £150, May 10 - Goods sold to 
Charles Dawson £120, efue 1st June. The account to be made ii]> to 
1st June, 103(1, interest to be at 0 per^eiit per annum, which may 
be calculatt'd by months instead of days 

(f.,aiicashire and Cheshire Union) 

;j I'roni th(ij following particulars make u]> an Account 
3 Current to be rendered by P to Q as at 3oth June reckoning 
interest at 5"'o ])er annum .- - 


Jan 

1st 

Balance owing by Q to P 

Rs. 

200/- 

Feb. 

10 

Ca.sh received from Q 

t 9 

100/- 

l'el> 

23 

Goods bought of (J 

9 9 

500/^ 

Feb 

25 

P accepted Q’s draft at 

, 




2 montlis for 

1 9 

300/- 

f 

April 

12 

Goods ^old to P, due 12th 





May 

9 9 

200/- 

June 

h 

Goods ljuught of P 

i I 

50/- 

June 

20 

Gor&s sold to P * 

9 9 

200/- 

June 

25 

Cash received from P 

» 9 

100/- 


4. Explain briefly the process of ascertaining the Average Due 
Date of several t|‘ansactioiis. 

What is meant by “Average Due Date” ? For what purposes 
t sucli met^jod of calculation used ? 

( 5. A merchant has purchased goods the due dates of which are 
IS under :— 

12th August Ks. 200/- due on 12th September. 

21st August Rs. 300/- due on 1st October. 

, 23rd September Rs. 150/- due on 1st November. 

9th October Rs. 400/- due on 19th November. 



Payment is ananged to be made for the total amoatit at ttw 
leverage due date. What is this date? 

6. (a) What is meant by Average Due Date ? 

(b) A man has purchased goods, the due dates for the 
payment of which are as follows :— (i^wn in tl^ 
brackets); Jaii-5, Rs 500/- (March 8); Jan-17, Rs, 
300/- (April 20); Jan-29, Rs. 700/- (Feb-10), Rs. 1,80C 
(March-13); March-23, Rs. 2.000/- (July-26): 

April-3, Rs 300/- (May-6) and April-29 Rs 600/* 
(July-2). He wishes to round up all these payments 
by means of one bill drawn payable on the Average 
Due Date. Ascertain thi'> date. 

(Calcutta University) 

7. A partner has withdrawn on account of profits for half 
year ended 1928, the undei mentioned amounts :— 

January, J8th .. Rs I,300y- 

Febmary, 20th .. Rs 1,800 - 

May, 22hd .. Rs 300/- 

Find the Average date and calaitale interest at 6%. 

(Bombay University) 

8. (a) What do you understand by an ‘Account Current’ ? 
Where does it usually arise’ 

i 

(a) The undermentioned bills were accepted by a trader. 
He now desires that they shou]d be cancelled and a new bill should 
be accepted by him of his total liability 6i. the average due date 
in place of the old bills. 

The bills are :— 

March 10 Rs. 500 due May 13 
April 12 Rs. 1000'due June 15 
April 10 Rs. 1500 due June IS 
May 18 R». 2000 due July 21 
Find out the average Due Date. 

(Calcutta University) 
3. Couir 1901, 
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ipnfiscsAtimi 

bHxed assets are acquired for the purpose of being used in the 
business for earning profits. It is common sense that no asset 
can last for ever or render service for an indefinite period of time. 
Theoretically, each asset has a definite working life, at the end of 
Ahich period the asset will be of no more service, in other words, it 
*vrill have no value. It follows, therefore, that in the process of 
earning income, an asset's life or its value is spent out. If it was 
known that a particular asset would last, let us say, 10 years, the 
value of the asset would form part of the expenses or losses suffered 
over that period in earning the profit. It can be assumed that 
1/lOth of the value of the asset would be lost each year. To 
ascertain the correct profit of a particular year, it is necessary, 
therefore, to charge against the revenue 1/lOth of the value of the 
asset. This loss in value of the asset is knoum as depreciation. 
From accounting point of view, deprdbiatioii of the assets used in 
the business must be charged ggainst the revenue of the year 
before the real profit of the year can be determined. 

Depreciation represents that part of the cost of a fixed asset 
^to its owner which is not recoverable when £he asset is finally put 
out of use by him. Provision against this loss is an essential cost 
of conducting the business during the effective commercial life of 
the asset. Accepted accounting principles therefore require pro¬ 
vision for depreciation to be made in connection with sdbh fixed 
assets as freehold buildings, plant and machinery, tools and equip¬ 
ment, furniture and fittings, ships, transport vehicles and simikr 
assets which are subject to depreciation by reason of thc'ir em¬ 
ployment in the business The amount of the annual provision 
required depends upoi^the cost of asset, the probable .value, 
if any, realisable on ultimate disposal and the length of time 
during whldi the asset will be commercially useful* to tfie busi¬ 
ness 

In addition tojassets of the kind mentioned above, there are 
other fixed assets which, though not subject to depredation in 
^tie sense o| physic^d wearing-out, *are nevertheless subject to 
(epletion or diminution in value. The term depletion is applied 
assets such as mines, oil-wells, quarries and similar assets of a 
irasting character. In these cases, accepted accounring prindples 
require provision, for depletion to be made accordiag to the 
estimated exhaustion of the asset concerned. The expression 
diminution in value is applied to assets such as leasdiolds, patents^ 



copyrig^t^ and manufacturing licences, that is to say rights which 
hecome exhausted by the effluxion of time. In these cases, 
accepted accounting principles require provision to l^e made for 
diminution in value by spreading the expenditure over the period 
for which the rights have been acquired. 

Whether the charge be for depreciation, depletion or dimi> 
nution in value, the principle is the same, namely that whejn 
an asset ceases to be of value or is disposed of, its cost less any 
proceeds cm rcalisatioji shall liave l)een amortised by means of 
I>eriodical charges against revenue during the time in which the 
asset was in use. 

. Rate of Depreciation in actual practice we are up against 
the dilliculty that it is not possibe to know in advance the exact 
period an asset will be serviceable At best it is a guess work 
based upon common experience of businessmen. It may so 
happen that an asset estimated to last 10 years may become 
useless after, say 7 year^ or again it may give reasonably good 
ser\'ice fc»r, say 12 years The l>jst thing one can do uiuler such 
uncertain situation is to fix the rate (>f depreciation accvjrding 
to one’s best judgment and periodically review and if found 
necessary, altci the rate of depreciation so that by the time the 
asset becomes useless its value is extinguished Other factor 
that must be taken into consideration is tliat even when an asset 
becomes totally unserviceable it still has a scrap or breakup value 
If an asset costs Rs 5,000 and if it is estimated that at the end 
of its working life it will fetch Rs 500 as scrap, then Rs 4,500 
is the amount that sliall have to be written off over the number of 
years the asset will give service If, in this case, the asset’s life 
is estimated as 5 years then the loss in value every’ year will be 
Rs, 000. 

t 

Causes of Depreciation Depreciation may arise due to: 

(1) Ifsc or working such as wear and tear f»f plant and machi¬ 
nery, buildings etc 

(2) Kffluxion of time in case of lease or parent. If a factory 
is leasetl for JO years! I/10th of the lea^ is gone after one, 
year whether or not any work was done. * 

(;i) Obsolescence—In these days of inventions there is always 
thepossibility of a machine becoming out of date and being 
superseded by better quality machiue. In such cases, 
a business man may have to discard the old fashioned 
machine and iustal a more efficient one. 
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Bepafn, Bmwils and Rdpiteemmit: In addition to tlie 
normal depreciation, there is the inevitable expenditure on 
repairs, renewals and replacements. A machine kept under good 
repairs will give better service, last longer than the one which is 
not. Some parts of the machine may wear off and need replace¬ 
ment. Such expenditures in addition to the depreciation arc 
'"kso charges against the revenue. 


Methods of depreciation : There are several methods of pro¬ 
viding for depreciation : 

(1) Writing off a fixed percentage of the original cost of the 
as.set at the end of each year. 

(2) Writing off a fixed jierceiitage on the diminishing balance 
of the asset each year. 

(3) The yVnuuity system 

(4) Depreciation I'uiid method. 

{5) Insurance Policy systerp. 

(6) Annual revaluation methcKl. 


(I) Fixed instalment method Under this system affixed per¬ 
centage of the original capital outlay on a particular asset is 
Avritten off annually in order to reduce the value of the asset to 
lul or the residual value at the end of a fixed number df years. 
Repairs, renewals etc. are charged to the Profit and boss Account. 
This method is suitable for short leases and patents etc. and 
it is also adopted in cases of other fixed assets of small value. 
It may be noted that under this method, total charge against 
the revenue tends to iperease in the later years for while.equal 
amounts ate charged 4b>m year to year for depreciation, the 
charges for repairs and renewals increase as the assets become 
old. 


^ample: ^ 

F Building was purchased for Rs. 100,000. It was decided to 
jn-ite off depreciation at the rate of 2| per cent on the original 
fost for each year. Show the Building Account for the first three 


years. 
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R«. a 

P 1 

Tear 

tts. a] 

jw' 

1 

To Caah 100.0UO, 0 

o| 

1 

By Itepieoiatton 2400 

W 0 





„ Balance o/d 07,609 

^ 0 


I00,<MI0 0 

<»l 


100,000 

3* 

2 

. 

To ilaiam*«> b/d 07,0 

0 

2 

By lieprortation , 2,600* 9 0 



1 


„ Balance c/d 96,000 



97,*WI0 0 

0 


67,600 

0 

3 

To JBalance b/d 05,000 U 

0 


By UepnKtation ' 2/}00 

0 u 


1 



,, Balant'e c/d 92,600 

01 0 


9R.(KK» 0 

0 



0 0 

4 

To Batauco b/d 0 

1 

0 











(2) Diminishing balance method . Uudcr this method a 
fixed percentage is writtan off as depreciation on the balance 
standing in the asset account at the, beginning of eacli year. As 
the percentage is calculated on the balance of the asset, tljie charge 
under depreciation tends to fall from year to year The per¬ 
centage required, therefore, to bring the asset down to a required ^ 
figure over a number of years, is higher than the percentage in ' 
the fixed instalment method. As the charges for depreciation 
tends to diminish, the charges by way of repairs and renewals 
increase. Taken these two together, the total charge under this 
method tends to be e(iual from year to year This, it is 
claimed, is the nioic e<iuitable system than Hie one discussed 
above. This system is usually adopted for plant and machinery, 
funiiture, fixtures etc. 

While on the question of depreciation of assets like plant and 
machinery, it must not be Overlooked <t^at additions to fitet 
and machinery are not always made at the commenccmesit (d the 
year. The question of calculating the percentage on the additions 
made during the year, must be considered separately. A plant 
acquired on the 1st of July, must be deprecirfted for half of the 
year or depreciation may bo calculated for the year at half the 
rate. If a machine was purchased the 1st of April, depre-*' 
ciation should be provid^ for 0 months if the accounts are 
closed on the 31st of December, 

Example: 

Machinery was purchased on the ist January 1948 for 
Ks. 30,000. Further purchases were made on 1st June 1949 for 
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Itii. o& 1st Kaich 1^ for Es. lO^OOO. Show tlut 

jtery Aocount charging depreciation at 10 per cent on the 
diminishing balance. 

Machinery’ 


'‘r94S 


K«. 

k Jan liTo Cat* 

•5 ! 

t 


30,000 


30,000 

1949 

Jan 1 To Balance 

b/(i 

27,000 

June 1 ,« Cadi 

2.000 

19W , 


29,000 

.Tan llTo Balaiuic 

b/d 

i0,2iKt 

Mar 1 „ Caab 


lO.OlN) 

• _ _ 

! 

1 


36.3(K) 

1951 



Jan ITo Balance 

b/d 

33 HW 


A p 1*>48 w*. I *; 

0 0 l)«H.3lB,v Itepwioitttitm 0 

BmiIaika </(l 27.000| 0 


I *9 

0 0 

' 1940 


1950 


i, 800 , 0 
(/d 0 


K<, 1 A! p 

a 
0 


n»laiu(> 


S 9 ,OOQ 

Ml* « imWimm 

3..$70 
«/d 42 > 8 S 0 


w,m\ 


<M 0 


The above example is worked <juI h^re b> charging depre- 
|r ciatioii at the rate of 10 per cent on the fiiigiiial cost 


1048 

Jon 1 Tu Caih 


1949 

^fua.I.To Balanou 
^ Cash 


L 1950 

f Jan .1 To fioLatcp 
^Hor.l »Caiih 


Machtnerv 


b/d 


Kh »: 
•W.OOO Ol 


‘WlJlKMJ 0 


J 7.000 0 

•, 2,0<J0 0| 


39,000 q 


b,d 35.90O{ 

10,000 


35,90(H 


0 


p I'WH 

0. lb** 11 lb iMi I ittf loii 10% 
on Ki {IMIOO 
„ , Baliuut </<l 

I 

I 

0 

1 

I 1949 

O.lJw 31 Bv ilouiw latioii 10 % 
o' • on«H 10.000 

I Ks . 1,000 10 % nn 

Uh, 2,000 for * 1/2 
>iwrB« 100 

HAtiuin (yd 


IOjO 

D« .31 By Depiw nOlon 

10 % on R«. 13000 
—Kit. 3200 

It 10 % on 10,000 

for 9 mtjntlw— 750 
„ „ Bat»ru« c/d 


0 


Rn. 

3,000 

27,000 

10.000 


3,100 

25,900 


29,0(KH0i 0 



P 

q 0 


0 


0 


q 0 


0! 0 
0 
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(3) Annutty Syitam—This system is based on the principle 
that the capital invested on a particular asset would have earned 
an interest if invested elsewhere. Therefore, while the amount 
is invested in the business, the capital is assumed to earn an 
interest at certain fixed i)er cent. The depreciation is provided 
not only to cover the losses in the value of the asset, but also 
the interest the investment is supposed tt) earn. The whole ^ 
amount is written off by cipial instalments. The annual 
amount to be written off may be ascertained from the Annuity 
table. 


Example: 

A I./ease is purchased for a term of five years at a cost of 
Rs. 15,000. Itispioposed to depreciate the lease by Aiiiiuit> 
method charging interest at 5 per cent The annual amount 
to be written off as .shown by the Annuity Table is Rs 3404-10-0, 
Show the Lease Account for the pericxl 

Lease Account 

Year t Ils. a p V 

1 ToCVhIi in.lMNI 0 0 

' ,, I r.'H) 0 0 

! 15.7.W 0 0 

I 

2 |Tu «nUnw W/fl I2,28'> « O 

InUwftt <04 t 3 

12.899 |10| 3 

3 ,’L'» BhImiw b '<1 9.43r> < U sj, 

- - ' ! 

4 To Kalamo b/d A,442 ' 2 3 

,t IntoTvsi 322 I 9 

B.764 j 4 

a To Balano** b'd 3,209 ilo 0 

„ Interest 165 j 0 n 

3,464 tu) 0 

The amount to be written off annually can be worked out 
from the following table. 


I „ IntfTMl 471 ,12 0 

9,906 .12 3 





Amount required to Write oS Re. 1 by the Annuity method 


Voaht* 


3% 1 

3i% 

4% 


5% 

3 

•ssom 

*3.53530 1 

•356934 

•360348 


^67'^ 

4 

•265818 

•268027 1 

■272251 

•275490 

•278744 

•282012 

5 

•215247 

'218355 

■221481 

•224627 

•2*27792 

230975 

0 

■181550 

'184508 ' 

•187668 

•190761 

•1US878 

•I970I7 

1 

•157497 

•160.506 i 

•163514 

•160609 

•160701 

•172819 

k ^ 

•139476 

•1424.56 , 

•14.5477 

•148.527 

‘151609 

•1.54721 

/ » 

■1254.">7 

•128434 1 

-131446 

■1.54493 

•137574 

•140690 

K* 

■114259 

•117231 i 

1 

•120241 

•12.5291 

•126378 

•129604 


I'rom the Table it will be fouml that the amount for Re. 1 
(or 6 years at 5 i)er cent is ”230975, Multiplying this by Rs. 15000 
we get Rs. 3464-10, the amount to be written off every year, 

(4) Depreciation Fund Method * This system is adopted for 
jjlaiit and machinery and other wasting assets, whenever it is 
desired not merely to* write off an asset hut .ilso to make provi¬ 
sion for its replacement at the end pf its working life. It must 
be noted that merely writing off de])reciatiou d(K\s not make funds 
available nece.ssaTy' for the ])ui^liase of new asset when replace¬ 
ment is re<iuired, I'udei the depreciation fund system, as the 
depreciation is charged an equal amount (if cash is invested out¬ 
side the business in guilt-edged secuiities Interest eanied is 
also invested and wlien the time for rcjilaceineiit comes, the 
sectirities are sold. Cash, thus becomes available foi (lie 3)urpose 
of replacement. This system is very suitable in casi^s where 
replacement involves large amount of cash. 

The necessary steps are as follow's , 

The asset is allow’ed to stand in the books at its original cost 
from >’ear to year 

When cash is invested in outside securities the entries will 
be —Debit Depreciatitji Fund Investment Account, ('redii'lia.iik, 

WTien interest is realised, the entries are Debit .Rank, dredU 
Depreciation Fund Account. 

When reinvwted. Debit Depreciation l*und Investment 
Account, Credit Bank. 

On the realisation of the investments the entries will Im*-- 
Y>ebit Banlf, Credit Depreciation Fund Investment Account, thus 
tiosiug the latter account. If this account shows any balance 
which represents either profit or loss arising from the sale of the 
securities it will be transferred to the Depreciation Fund Account. 

The Depreciation Fund Account will be dosed by transfer 
to the asset account. Any balance left in the assej: account 
will be transferred to the Prdit and l/oss Account. 




I^he cash realised can now be invested in the pnidiase of the 
new asset; 

The Depreciation Fund Account is sometimes termed as 
Sinking Fund Account, Redemption Fund Account or 
Amortisation Fund Account. 

Sxampla: 

On the 18th January 19—MN He Co. Ltd. purchased the leaser, 
of certain premises for Rs 10,000 The directors decided to 
create a Depreciation Fund to accumulate this amount at the 
end of the lease which had five years* to run, the rate of interest 
being taken at 3 per cent The re«|uired amount is to be trans¬ 
ferred annually from the Profit and Loss Account and a corres¬ 
ponding sum invested in securities producing the required rate 
of interest. 

According to Table the amount re( 4 Uired*to be invested yearly 
at 3 per cent to produce Re 1 at the end of 3 years* is Re. *188365. 

Write up the Depreciation I''uiul Account, and the 
Depreciation Fund Investment Accxfant 


Ywkr 

I 

Doo.31! 

*i 

Dm.81 


iTo fiAlanc n 


[To Bolimco 

« 


31|To BaImiuo 


DewuSlTo Baliuiuo 


Depreciation Fund Account 


Hh p 

8^ y 


</d 

i/d 3,823 9 a 


3.823 9 6 


o/d I .3,82113 7 


5,82113 7 


tvd 7,l«i<> 010 


i 


! Year 
I 


jJan 1 Ity Uabuioi. Ii 
Uro 31 „ Cash (Intere**!) 


Jan. 1 By Balam<t t 
i)e<‘.31 „ Canh (Intorvat) 


>Tan 1 B} Balanc<a I 

Deo. 31 „ Caah (lidwrwt) 

Va . _ Ai. A. a 


7,880 010 


I 


&oa 31 To Amount tnuts- 
fetred to Loaie 


A/o 


f 


10.000 d 0 


110.|QOO| (]| 0 


Manu IJ^Balanoa h 
Deo. 31 „ Caoh (Interest) 


its 

s 

1» 

1 1,8K1 8 

0 

1,883, 8 

y 

W 8 

0 

1,883 8 

y 

.3,823 

i 0 

6 

3,8231 9 

0 

114 


4 

1,883 

8 

9 

mt 

IS 

7 

5,821 

13 

7 

174 

10 

6 

1,883 

8 

9 

7,880 

0 

10, 

7,880 

0 

10 

23ffi tf 

6 

1,883 

. . 1 

8 

0 

,io.oooi 

0 

0 


I 
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pqn^ditttoA Fund Investment Accoont 


TCme . 

1 * 

DeaSl To OmA 
S 

Jmi. 1 To BalMtoe d 

^>(,31 „ CMh— 

^ »nd Intereot) 


3 

Tut. 1 To fiaUnoo b/d 
[>(«< 31 ., Cash 


4 

Tan. 1 To Balance b/d 

[>ftc 31 „ Cash 


5 

Tan I To Balance b/d 

)et 31 ('aab 


B*. 


1,883 Sl 9 


1,88» 

1,9^ 0 9 


38231 


m w{ T'ear 


1 

lX)e«.81| 


l! 2 ; 

8 9' DmM 


9 6 


i 3 

3,82.3 9 6T)oo31| 
l,998j 4 1 


By Balanco </d 

|By Balanoe e/d 

Bv BalancHt 


5,821,13 7 


5,821 

2,0081 


13 7) Doc 31 
3 3| 


7,880 OUM 


I 


7,8H0i (II U{ 

2,11017 2, 


10,<K)0| 0 0| 


0 

lUj Dec 31 


By BaUncie c/d 


Bv Oaah -Sale pro* 
oocmIs ot Invest 
ments 


Biu 

1 l»883 

« 

8 

P 

3.823 

9 

ft 

3828 

9 

ft 

6,821 

13 

7 

^ 5,831 

13 

'i 

7,880 

0 

10 

7,880 

0 

10 

110,000 

1 

1 

1 

1 

0 

0 

10.000 

0 

0 


(5) Insuranee PoUey method. In this method ‘the annual 
amount instead of being invested in guilt-ei^ed Secutities is 
applied for paying the premium of an insurance poljcy fca* a 
definite sum of money whicdi will become due at the end of a 
specified period 

The entnes are *— , 

Debit —Depreciation Account, Depreciatio i Fund 

Account. 

Debit —Depreo*|tion Fund •Policy Account, CrediU'Ba.tik. 

The above entries* u ill be made every year during the conti¬ 
nuance of t^ie policy 

On maturity Debtt-B^nk, Tr^ift^-Depreciation Fund 
Policy Account. • 

Other records wiU follow the lines as under the Depreciation 
i'und method. 

(6) Revaliiattoii method: Some assets call for special treat¬ 
ment It win be observed that none of the methods explained 
above will be suitable in cases of assets sucdi as, live stock, loose 
tools, patterns, trade maihe, copyrights, investments etc« In 
these cases the assets are reTafued at the end of the financh^ 
year and the difference between the book value and the amotmt 
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obtained by revaluation represents the depreciation and is delated 
to the Profit and I^s Account and credited to the asset account. 

Loose Tools- -In engineering firms generally they make 
their own tools. In such cases the stock of loose tools are 
debited and credited to the Trading Account at the commence¬ 
ment and the close of the financial period. 

Investments -If the loss on revaluation of investments 
appears to be of a temporary nature, i.e due to fluctuation it 
should be carried to a Reserve Account instead of the asset 
account. It would be a better ])olicy to ignore appreciation 
till it is realised. Permanent appreciation are srmietimes 
brought into books by crediting I'rofit and Loss Account. 

Sinking Fund 

We have seen that a Sinking I'und ift created in order to 
pnivide for the replacement^of a wasting asset, such as, Lease, 
Plant and Machinery etc. this is a cliarge against ijrolit. Jsink- 
ing Fund is also built up for the purpose of repaying a liability 
such as a Loan or Debenture -that is an appropriation of profit. 

The difference should be carefully noted In the former 
case the animal charge in the Profit and Loss Account takes the 
place of normal depreciation. These along with the interest are 
allowed to accumulate in the Depreciation Fund Account, the 
corresponding amount of cash being invested in securities. At 
the time of replacement the Balance Sheet position is this 


Depreciation Asset (to be -rejilaced) 

Fund Account Iuve.stment 

• » 

The investment is converted into cash, with which the new 
asset is acquired The I'mid is transferred to the old asset account 
thus extinguishing it It is clear therefore t;hat the amounts 
anually charged to the Profit ,and Loss Accounfi is finally used for 
writing off the asset which in this case is not reduced year by i. 
year as is usually done. 

In the latter case, w'here the Sinking Fund is created for the 
repayment of a Ivoaa it is an appropriation of profit—a reserve. 
Portion of the annual profit is put away in Loan Redemption 
Fuad Account, an equal amount of cash being invest^ in 
seairities. In this case the Balance Sheet position is this— 



t Itivestment— 


Loan— 

Loan Redemption 
Fund Account 




At the time of pa>Tiient, the investment disappears when 
converted into Cash. That cash wipes out the Loan Account 
\from the books as the loan is repaid. The Redemption fund 
^ Account remains which is transferred to Reserve Account. 

Debentureor Loan serves the purpose of capital. By transferring 
profit to the Loan Redemption Fund, the finance of the business 
is strengthened By the time the loan is repaid, the business has 
its (m'u undistributed profit of equal amount which now appears in 
the Reserve Account. 


• Reserves 

The term ‘'Reser\^e” is used ?n two <juite different senses. 
Reserve is a charge made against profit in order to make provision 
for meeting any known or expected liability, loss, waste or contin- 
1 gency Reserve is also the amount set as^de from profit in order 
J to strengthen the financial position of the business. This setting 
aside of profit is voluntary. But in the former seiise i.e., for 
making provisions for an expected loss or any liability, creation 
of reserve is obligatory-- that is to say, the net profit of the year 
cannot be arrived at lief ore such provision has been made. 

The common reasons for creating reserves by charging against 
profits are for meeting sych liabilities as outstanding salaries and 
wages, travellers’ commission, accrued interest, outstanding 
claims admitted but not paid etc. This may be called reserve 
for Specific Puipose • There are also some contingencies* against 
which charges must be made agaist profit. Provisions for dis¬ 
counts, reserves for bad debts are such contingencies. . 

Reserves for 9^ Debts —It is common experience of business 
men that some debts will prove tyirealisalile in the subsequent 
v' Wear or yetys* A reserve, generally a certain percent of the Sundry 
lDebton> is provided in the Profit and Loss Account. In the trial 
balance this item appears as a credit balance. 

* Two different methods are followed in dealing with Bad Debts. 

Firstly, it is a common practice to transfer to “Bad Debts Account" 
all Bad Debts that arise during the year. At the end of the year, 
the Bad Debt Account is closed by transfer to the Profit and X^oss 
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Account. An adittonal amount as Reserve for Bad Debts, 
is charged to the Profit and lyoss Account and credited to the 
Reserve Account which will make the balance in the Reserve 
Account equal to the re<iuiied percent of the Sundry Debtom. 
The other method is to charge all Bad Debts of the year a|;ainst 
the Reserve for Bad Debts tliat had been created b^ore. Then 
the required amount which together with the balance, standing 
in the account, will bring about the required piercent on Sundry 
Debtor is charged as Reserve for Bad Debts in the Profit and 
IvOss Account and credited to the Reserve Account 

By both these metliods, it will be observed, the total cha^e 
against the profit either for Bad Debts and Reserv’e or under the 
heading “Reserve for Bad Debts” where the second method is 
followed are the same 

Example 

Maltina and Co create a' reserve of 5 per cent on Rs 20,000, 
the amount of their book debts^as 3n .‘11 December 1947. A 
Reserve for Bad Debts Account is opened and credited with the 
amount During the year 194h actual Bad Debts amounting to 
Rs 8.37-8 was incurred and debited to Bad Debts Account On | 
December 31, 1948 the Sundry Debtors amounted to Rs 26,000, 

It is agreed that a provision of 6 per cent is again desirable 

Show the entries in the book of the firm 


Reserve for Bad Debts Account 


lo«s 

Dec. 31 


jxo 


Val&noo 


R<( |a 

P , 

1947 , “ 

Rs. 

l.i'iOj (» 

O' 

Dec Bv Profit & I.ow A/c 

1,000 


1948 > 


J_ 

1 

1 

l)6t 31 o 


1 J»(>' 0 

1 


1,250 


1* V 
0.0 

ol 0 


Bad l^obts Account 


ms 

** ^ **** '**" 

Rb a p 

iSffiT 

Rs. a p 
6Sn 8 0 

Mm 17 
MotJSO 

To Dastf Broji—Traiwfor 
,, Stwndiua Store— 
Transfer 

679 8 0 
158 o| 0 

Deo 31 By Profit and Loss A/c 

j 



837 0 

1 

1 

. j 

8371 8 0 

1 1 
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Profit and X<o$» Accotmt 




RaT 

a 

P 

To Bad Debts 


8:17 

8 

i. Beeerve fur Bad 



1 

Debt<« 5% on 

Rs 



1 

As 25,000- 
I.r«s on 

1250 



|i 

3M2 47 

1000 

250 

0 

01 

i 



■ ^ 


..... 


1 


The alternative method 



Reserv^e for Bad Debts Account 


1848 
>ep 11 

To Tranafop-- Bad Debta 
, Balance f d 

• 

Ks 

817| 

12W 

i 

i 

a IP 

1 » 0| 
Vi 

1 

1048 
.Tan 1 

Dec 11 



2,087 

s! 0 

• 



• 

la 

1940 
•Tan 1 


By Rewrvo at thui date 
6% on Re. 20,000 
, Profit k Lose A/c 


By Balanro 


m- 

1 , 000 ] 

1,087 


2,087 


USO 


0 

0 


H 0 


d 0 


Repairs and Renewals Re^rve 

’ The cobt for repairs and renewals of the various fixed assets 
may vary widely from yerr to year In .some year, the cost may 
be very little, in the next it may be very high and thdh in the 
follow mg year, it may even be ml If the actual cost were debited 
to Profit and I^o&s Account, every year, the charges against the 
profit from year to year,* will be very uneven. It may •'ftem a 
better policy to charge a fixed amount to the Profit and I^ss 
Account every year aryl to put it tp the credit of the Repairs and 
Renewals Reserve AceSunt The actual expenses may be debit¬ 
ed to the latter account and the balance may be carHed forward. 
This is sometimes called Repairs Equalization Reserve, for it 
equalises the chaf^ every year. It is also known as the Maintenance 
Reserve. 

i 

Example: 

' A repairs and Renewals Account is created by charging reve¬ 
nue ea(^ year with a fixed amount of Rs. 1,500. 'Hie r^airs 
and renewals for the ensuing three years are (1) Rs. 1275-8; 
(2) 1705-12-6; (3) Rs. 813-4-6* 

Show the Ee^er accounts idiating to the above. 
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Repairs Account 

• 




r 

Ri». i a 

P 

j V'lar 1 

“isr 

a 

p 

2 

To 0a»h 

l,27f»' 8 

(I 

2 iBj Ropaira & Brnte* 








1 wals Rfmerra A/c 

1,275 

8 

0 

S 

„ (’uHh 

l.lO'i 12 

6 

By Rep urs & Bmio. 




1 



1 

1 wals Hoservo A/c 

1 

1.70^ 


6 

4 


Kl't 4 

6 

4 B\ Repairs & R**nc 


1 

1 


j t'wh 



1 waN RcHorve A/c 

817 

4 

0 


Repairs and Renewals Reserve Account 


Vjsar 





\ oar 1 






liR 

i 

l» 



Rs 

a p 

1 

To B tliUKM* o/cl 


0 

0 


B\ Profit 4 Loss A/C 

i,r>oo 

0 0 



li 

1 - 

«— 
0 

0 



1,500 

0 0 

2 

To KojiaiiR A/( 

1,275 

8 

0 

‘ 2 

Bv Bal me o b/ d 

1,500 

0 0 


„ BivUni c i /<i 

1,724 

8 

0 


„ Piofit & Loss \/k 

1,5(K) 

0 0 



.7,<KK) 

_ 

0 

0 



7,000 

O' 0 

» 

To RcpAira \/( 

l,70’>ll2 

0 

7 

Bv Bahneo h «l 

1,724 

8 0 


„ Baianou c/«l 

1.518 

11 

6 


„ Profit & Loss A, c 

1,500 

0 0 



.7,224 

8 

0 



3,224 

8 0 

4 

To Repairs A/( 

813 

4 

6 

4 

By Bdancer b/d 

1,518 

11 6 


„ Balance c/cl 

2,205 

7 

0 

1 

„ Profit 4. Loss A/< 

1,500 

0 0 



3,01811 

6 

1 


3,018 

11 0 





■> 

, Balanc o i /d 

2,205 

7 0 


In the Balance Sheet at the end of eac)i year on the liability 
side the reserve will appear as— 


Year 1 Repairs and Renewals Reserv^e A/c. Rs. 

2 Repairs and Renewals Reserve A/c. 

3 Repairs and Renewals Reserve A/c, ,, 

4 Repairs and Renewals Reser\'e A/c ,, 


1,600 0 0 
1,724 8 0 
1,518 11 6 

i,205 7 0 * 


If from experience it is found that the Repairs and Renewals 
Reserve is growing into anunnecessarily big figure a smaller amount 
may be charged in the future. If on the other hand the reserve 
proves inadequate charging a larger amount wUl be necessary. 
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Reserve Fund 

Most Companies have power to put part of the profit to 
Reserve before payment of any dividend. In Table 'A' of 
the Indian Companies Act, Clause 99 provides—^the directors 
may before recommending any dividend, set aside out of profit 
^ the companies such sums as they think proper as a reserve or 
*i^rves which shall at the discretion of the Directors, be appli¬ 
cable for meeting contingencies or for ectualising dividends or for 
any other purposes to which the profits of the Company may be 
properly applied pending such applications may at the like dis¬ 
cretion, either be employed in the business of the Company or be 
iin’ested in such investments as the Directors may from time to 
time think fit. Directors are given full discretion as to how much 
the profit should be .kept in the business as Reserve. Excep¬ 
tional profits, such as premiums on share issued and other capital 
]>iofits are also put into Reserve. Thd object of creating a general 
Reserve is, as has been alfeady meiilioned, to strengthen the 
jiiiaiicial position of tlie Company. The reserve is generally 
mixed up with all the other assets of the Company and forms part 
the working capital. Sometimes the Reserve is invested out¬ 
side the business in first class securities. Whether fJr not the 
Reserve should be iiiv’csted outside the business will depend upon 
various factors. If the fund earns better profit, if invested in the 
business, then, of course, it will be unwise to invest it el&where. 
If, on the other hand, it is necessary that cash should be available 
c)u a certain future date, the Reserve would be invested outside in 
home securities so that tlie necessary cash may be available 
without the finance of the busine.ss being disturbed. 

Reserve is sometii^es created vith certain objects, such as 
for the equalisation of‘Dividend. Putting Reserve in a fund foi 
equalisation of Dividend enables the Company to maintain steady 
rate of dividend even in lean years. Reserve is also created for 
paying Income Tax. When Reserve is invested outside, it is 
called the Reserve Fund; when it is mixed up with the general 
^|sets of the f ompany, ibis called Reserve. In the Balance Sheet, 
I is also called Reserve Account. 

’ Secret Reserve 

The term “Secret R^erve” is applied to reserve the existence 
of which does not appear on the fac« of the Balan<% Sheet.' Where 
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tbfere is a Secret Reserve, the financial position of the badness is 
no doubt better than as represented by the Balance Sheet, 
Secret Reserves are created in the following ways :— 

(a) By making excessive provision for Bad and Doubtful 
Debts. 

(b) By undervaluation of stodc. 

(c) By over depreciation of assets. 

(d) By improper allocation between Capital and Revenue 
I^xpenditnre i.e , charging capital expenditure to revenue. 

There are all sorts of arguments for and against tire creation 
of Secret Reserves. The advantages claimed for them are :— 

1. They promote the financial stability. Extraordinary 
losses may be met out of the hidden resources instead 
of revenue. 

2. Payment of steady dividend is made possible even in bad 
years out of the Speret Reserve. 

3- Huge profit can be concealed, the discloser of which would 
encourage rivalry in biA>iness. 

The objections against the practice of creating Secret Reserves 
are :— 

1. The share-holders are deprived of the full knowledge of^ 
Company’s affairs, in asmuch as, the publidied accounts 
are inaccurate and misleading. 

2. *The Trading and Profit and Doss Account do not bring out 
the correct profit and the Balance Sheet does not represent 
the true state of affairs, which it is supposed to dt). There 
can be no moral Justification lor this. 

3. Concealment of facts and manipulation of figures are 
bad in principle. In unscrupulous hands manipulations 
can be done with selii&h motive. , * 

4. This may be utilised for concealment of losses arising 
through bad management. 

Arguments both in favour and against, the practice of creating 
Secret Reserves are numerous. It is well known that Banks and 
Insurance Companies, confidence in which nktst not be allowed to 
be shaken, do create Sfecret Reserves. Bnt in othsr cases, th^ 
justification sought are not quite convincing. On moral grounds 
manipulation of figures and presenting an unreal Balance Sheet 
would seem unsupportable, 
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BXERCISB 


« 


1. Explain briefly the nature and use of the “fixed 
iustahnent“ method of depreciation. Can this method be advan* 
tageously used for all assets ? 

2 . ^^at methods of depreciation are there ? 

,4 3. State briefly what is meant by the phrase: Repairs* 

f^newals, and replacements. 

4. Explain the meaning of the following terms : “hife" of an 
asset, “residual”, or “break-up” value, obsolescence. How is 
the loss sustained by obsolescence treated ? 

5. State briefly some of the reasons for charging depreciation. 

6. What are the causes of depreciation ? 

7. Define Depreciation. Discriminate between Depieciatiou, 
Muctuation and Wear^and Tear. 

8 . What object is sought by investing cash on account of a 
Dejireciation lumd ? Is profit ever iivvested ? 

9. Ill what different ways can provision be made for deprecia¬ 
tion of a Lease ? Give examiile? 

10 . Explain briefly the nature and use of the “annuity system” 

. of depreciation What disadvantage attaches to it ? 

11. What IS a Sinking Fund > Must there be an invpstment of 
cosh in connection therewith ? 

12. What is a Reserve Fund •* Must it be separately invested ? 
How does it differ from a Reserve Account ^ What is 4 Marine 
Insurance Fund? 

13. State briefly the difference between a sinking fund to 
replace a wasting asset, and a sinking fund to repay a liability. 

14. What is a Reserve ? Name some of the more usual ones.’ 

16. Give definition of, and differentiate, the following well- 

known terms : {a) I^aserve ; ( 6 f Reserve Fund; (c) Nuking 

Fund. In the case of a Limited Company, what»would guide 
you in deciding as to whether an amount was a Reserve, or 
Reserve Fund ? 

• (National Union of Teachers) 

I 16 In u^at way, in a well-conducted Company business, are 
/leasehold Properties, Patent Rights, and Fixed Plant and 
blachinery, dealt with in the Company’s books ? Under what 
circumstances, and to what extent, ought a Company, registered 
under the Companies Acts to provide a Reserve Fund ? 

(London Chamber of Commerce), 
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17. How would you treat, in a Manufacturer's Books, works 
held under a I^ease of which twenty years remained unexpired, 
the consideration for which stood in the ledger at £3,500; and 
how would you treat Patent Rights expiring in ten years, the 
consideration ft)r which stood in the same Trader’s I^edger at 
£850? 

(London Chatnber of Commerce). 

18. In preparing the Prolit and Loss Account of a manufactur¬ 
ing firm, what dilTerent methods are there of providing for the 
waste of ail asset owing (a) to w'car and tear, as in the case of 
machinery ; or (/>) ellluxioii of time, as in the case of a building 
erected upon leasehold land ? 

What method do you favour for providing for such waste, and 
why ? State briefly what entries would be. re(iuired to carry your 
suggestions into effect ? 

(London Chamber of Commerce). 
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MANUFACTUltlllG AOCOOXT 

When a business consists of buying and selling only ascertain^ 
ittg the cost of the goods sold, is an easy matter. The Trading 
Account, as we have seen, w'hile brings out the gross profit, it also 
gives the cost of the goods sold. The cost, in such case, consists 
of the prices of the goods plus the carriages inward, duty etc. 
Hut in a Manufacturing concern, where raw materials are 
purchased and made into finished product, the cost of the goods 
sold, consists of other items, as well. These are the wages (direct 
labour that goes into the manufacture) plus the factory on cost. 
By factory on cost is understood all expenses directly or indirectly 
connected with the production, namely motive power, fuel, gas 
and electricity, water, lighting, rent, rates and taxes of thefactory; 
patents fees; royalties ; wages and salaries of foremen, time- 
keei)er and watcli-man etc. It also includes repairs, renewals 
and depreciation of machinery, tools etc. ; interest on capital 
invested for the factory, such as land and building, plant and 
machinery. Cost of j)roduction is tlie prime cost plus the factory 
on cost. By prime cost isMiiderstood all the raw materials plus 
charges thereon (freight etc.). The Manufacturing Account is 
constructed in such a way as to bring out^the cost of production 
of the articles manufactured. 

The Manufacturing Account is sometime prepared in two 
sections. 

(а) Prime Cost Accouilt—^this consists of 

(/) Cost of raw materials 
(u) Carriage inuard 
{in) Manufacturing Wages. 

(б) Cost of Prf>duction Account—this is made up of 

(f) Prime Cost of goods manufactured 
{ti) Pactory «n cost. • 

Splitting up the ’raanufacturing account into two sections 
viz., (a) Prime Cost Account and (6) Cost of Production Account 
has an advantage. 

Prime Cost b^ars a definite relationsliip to the turnover. As 
the turnover rises and ^alls, the Priiye Cost also varies accordingly, 
fl'herefore (^mparison Of the percentage of gross profit from year 
to year becomes jwssible. 

There are some items of the factory on cost, on the other hand, 
which do not vary directly with the turnover. Rent, wages of 
the foremen, interest charges are instances to the point. 

If a combined Manufacturing Account is prepared the items 
of Prime Cost and I'actory on cost should be separately grouped. 

Some oroforma examoles are siven in the foUowine naees. 
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Trading Account 


To Stock of Msnvfaotuied 
goods aft start 

„ Manufactonog A/c 
(Cost of goods Ma 
jf, nufaotured as per 
account (6) 

„ Balanoa-^Gross 

Prodt c/d 


R«. 

A 

p, 

85,000 

0 

0 

i 

7,77,000 

0 

1 

®l 

2,86,000 

0 

«1 

11,48,000 

0 

p 


'Sm. 

By Sdles 11,00*000 

Less Returns 35,000 


„ StodcofBfaoniaotaced 
goods at fitusb 


K«. 

A 

■p 

10*65,000 


0 

83*000 

u 


1 

1 0 

L_ 

0 


Profit and Loss Account 


Bs. 1 A p 

1 Rh. 

a” 

1 

A 

By TfAding Aocouni I 2*86,000 

• 1 

0 





\ 

Profit or Loss on Produetion 

It will be observed that the Tr.uling Account has heen debited 
with the cost price of the goods manufactured- the Manufacturing 
Account showing no balance. But manufacturing for sade instead 
of obtaining tlie goods from the market should yield some profit. 
Ill other w'ords, there should be some profit in the manufacturing 
department and some in the selling department. 

It is thought desirable therefore, to ascertain what profit tlie 
manufacturing dejiaijment earns. This can l»e done, if the 
Manu^turing AccoufA is credited with the current trade price of 
the goods produced. The Manufacturing Account will then 
bring out the Savings done by manufacturing the goods. 

The example is worked out again to show that part of the gross 
profit comes from the manufacturing department and part from 
/^he selling.department. 


Manufacturing Account 
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Manufacturing Account 
(lowing Profit on Manufacture) 


To StcKk at start 

Raw Materials j 95,000 0 0 

Partlj Manufaitured ’ 

Goods 1,20,000 0 0 

,, IHirchasu of Raw Mate- 
I lalb Rt. 336000 

Lebs Returns Bs. 20000 3,16.000 0 0 

6,31,000 0 0 

Less hto(k at finish i 

Raw Materials Jls 73,<MIO 
Paitiy Mamif M 

tureil goods 1,56,(MX» 2,25MK)0 0 0 

3,02,000 0 0 

ToFuighl iivlCarinH;i> , 7,000 0 0^ 

Manufaituriiig Wagts 3,30,000 0 0 

PiitiU'tost of I’loUuitions 6,48,000 0 0 

Add factory Oncost 

Us. 1,35,000 
Plus juopoitioii on 
Pai t ly Maiiu lat t 111 c d 
goods I), f 2t>,0(K» 

Hs 1,35.000 
1j(ss ['lopiiitioii on 
Partlv inauutai tuicsl 
goijdxc/i 2b,<KK»l 0 0 

1 ittoi> ( os( of Piodul- 7,77,000 0 0 

(ion 

lo BiiaiiM (Gloss Profit on 

Production 1,03,000 0 0 

I —f -- — 

8,80,(KK» 0 0 


Ba. a p Bs. a ] 

By Trade Prioo uf goods 

95,000 0 0 Manttfaetured, trans- i 

‘ ferrod to Trading A/o 8,80,000 0 


80,0«1 0 


% Trading Account 

> Rs. a p Bs. Uh. , a 

To M o( k of Manufactured j ^ , 

goods It btiijt , 85,000 o' U B> Sales 11,00.000 ' 

„ Miuiufaitiirmg A/c i Lass Kutuitin 35,(MIU 10,653X10 0 

(fi wli puu* of g()pds - 

minufaitimsl) 18,80,000 0 0 „ Stoik of Manufactured 

„ Gloss Profit on sal(H 1,83,000| uj 0 • goods at finish 


11,48,000 (jj 0 

I 


k:i,uoU| 

11,‘»»,U00, 


Profit and l»oss Account 

By Manufkituruig A/t 
I „ Trading A/c 


Bs. a| 
1,03,000 Oi 
1,83,000 


c I o 




£»iiiiide: 

From the following particulars prepare Manufacturing Accotmt 
for the year ended 31bt December 19 . 


Block ftt Ittt Janitary 19— 

IIh. , 

Salo of I'lg Iron during the 


Pig Iron 

2.96,42«) 

year 

12,33,500 

LiiiU'Htonc 

4,020 t 

KiciK‘ivieH during the year— 


(joo) and Coke 

18,460 , 

Furnace uagCH 

88,450 

Iron Ore 

17,2.10 

Carnage Inward 

25,160 

Putchaww fluriitg tUo yiur 




1 jmo Stone 

37.4:«» ' 

Itoiiairs and RunewaU of 


(k>al and Coko 

2,86,070 ' 

Furnace 

28,470 

Iron Orv 

1,70,280 

StiM'k at 31 tit iJoccjiilxfr 19— 




I’lg Iron 

3,78,580 



Ijimo Stiiiic 

3,830 



Coal and Coke 

19,160 


1 

Iron Uio 

17,320 

It is necessary first to 

ascertain 

how much raw material of each 


kind has been used in the manufacture of Pig Iron. This can be 


obtainwl fioin the Leiiger Account of the raw materials as shown 
here. 


Iron Ore 


19 

Ks. 

u 

F>l 

19 ■ 1 

1 

Uh. 

1 ft 

p ^ 

dun. ij To iUl.in((' 

17,2.50 

0 

0 Dc(.3i, 

Hy Stoik t/d 

17,3201 

0 0 

•Ian. 1 

1 




„ Tianslcr t** 




Doc. * „ Pun buses 

, 1,70,280 

0 

1 0 

P 

1 

.Muiiufat turing , 

1 


I 

1 


1 

I 



1 

) 

J 

A/c 

1,70,210 

0 

' 0 
l_ 

1 

. 

I 

' l,87..5:«l 

(1 

0 

} 


J,87,r>30 

0 

0 

1 



himestone 




19.1 

Ks. 

a 

' P 

, 19 


ll'i. 

a 

I» 

duo. l' To ilutinuc 

1,020 

0 

, 0>i8>(.3l 

11^ Sto(k </«l 

3,830 

0, 

, 0 

Jan. 1 

J 


1 

1 

1 

1 



1 

1)00. 1 ,s Purohaitos 

37,430 

0 

0 


„ Trenstor to 

J 


1 





1 

Man ifaotunng < 





1 

1 

1 

1 i 

A/o 

37,620| 

0 

0 

1 

' 4l,t.50| 0 

1 1 

t»i 

1 ! 

1 

1 


41,450 

0 

0 


IS) - 

.I.UI. l! To Bubueu 
l)<o, I „ Purchitot'U 


Coirl and Coke 




Kit. I n 

18 ,161) 6 

2,86,070^ Oj 


3 . 04 , 630 ^ 


|) 16-^ 

6 l)oi*.3lj ByStwk 


Ks. 

o/d I 19,1601 


0 „ 


»1 


J „ Trttn>fiT to 
Manufacturing 
A/c 


2,8.">,370 


' 3 , 04 , 53(8 0 , 0 


»; i> V 
0 U ^ 


0,0 
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Manttfactoring Aceoniit for the year ende^ 


31st December 




To MatonalB iibM 
Iron On* 

' JjinK^tone 

Coal ami Coko 
„ Fumarft wage** 

I „ Camago Inward 
\ „ Ftepaini aiu) Ki'iio- 
wala of FuTiincoa 


1^. a P| 

1,70,210 0 o' 
:t7,620 0 0 
2,8«,370 0 0| 
88,450 0 0 
2 r>,|(H> 0 0 

28,470 0 0 


a 

By Trantfor to Tr.»« 
ding A/f ((’«wt of I 
Pig lion prodioMl 6,35,2IW 0 0 


I 


6,35,280 0 0 


0,Sfi,2tW>, 0 0 


Trading Account for the year ended 31st December 19— 


To Stof k 1 ,Tan. 10— 
Mannfarttiling 
A/o (Cost of Pig 
Iron produK'd) 

„ BaluiioGrohH 
Profit 


K** a i» 

2 ,00,120 0 0 

6,3.5,280' 0 0 

m 

6.80,.380 0 0 


16,12,080 0 0 


B> Sal(*>t 

Stoik 31 IW, 
10 


Uh. I a p 
1i,33,.5(K>i 0 0 


3,78,580 


0 


0 


16,12,080 


0 0 


WORKING ACCOUNT 

A large variety of industrial enterprise—both productive 
sucli as Plantations, Newspapers etc. and non-productive such as 
Hotels, vShipping Companies etc., draw up what is c died the 
Working Atcouni to ascertain the gross profit arising from the 
enterprise. In the ^productive concerns the Working Account 
resembles the Cost a/! Production Account of the manufacturer. 
And in the non-productive, it is similar to the Revenue Account 
or the Income and Expenditure Account 

Some specimen forms of Working Account are given in the 
following pages. 



Working Account of Plantations 


Hr. Hr. 

To Pianfcation Wagt<R: 

PUnting 
Manufftf-turing 
Gonorul Cutting .. 


^ Planting & Manufoi’- 
turing KxponRMi .. 
Plantation Kaiarnw 
„ labour KxponROH : 

For Rorruiiing l^nbonr 
PoRRage Money 
HoRpital ExfMmHOH 
IjORR of AilvnncoM to 
Workmon 

„ Tranaporl Kxp<*nHcs 
„ Motor & HtabU* E\fM‘nm*R 
liOMR of livohtork 
„ CommiHHion on r-pop lo 
MatiAgorH 

„ JlOfiairH Aiiil Roplnoi*- 
montH 

„ Ib'ppcH'iation : 

Huilding otc. 

Plant 

fiOOM) TooIr 
M otor VonH olo. 
Ijaiinclinfl am! Bargts 


Balanro Itoing Gross 
Profit parrh'd to 
Profit & [jOhb A/p 


By Snip ProotHslR of Produco 
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TaMAterittli Conhiimod ;— 
Paper 
Ink 

Sundry iStnreH 

„ W iRes - 
(’ompomtoiH 
i Mnchining 

„ S.ilarit“» - 
KUiturs 
Ho|H)rtf'r‘» 

I*roof Readers 
\V f >rk« StAfl 

„ \mnuiita paid li> Con 
tnhuPirs 

„ NVws Api'iio^ Td(tfn.ims 

„ Rent and Lighting 

TiiMii inw of W orks ^ 

1 iiol and Motive Power 
Repairs and Repin ements 
I)< nnvMtion ol Madimeiv, 
Tv fics. StertHis tie. 

,, Bblante Unng Gioss Profit 
I iiind to Ptoflb ami Loss 
Atiount 


Working Account of Newspapers 


Ks. j Ra. 


By Salee : — 

Oaah 

Tiiroiigh Ageuta 
Subsciibeifl 
„ Advertisements ; — 
Shorta 

I’ndei ('onlraits ., 
(.'asiial 

„ Joh Print mg 
.. Sale td M aste Piv|HM 
And M.iteiials 


Working Account of vShij'tping Coinpaiiyi 


)■ 


Nav igation E\p('Us«h 
Cod. Oil and Uattr, 

Ttmages, Pilotage, ett. 

H ire of Charbensl Steamers 
Pa> of Oflieerh anil Crow « 
Provisions of Pasaangera, 
Ofln ers and Crew 
Sue£ Canal Diiea 
Marino Dues, Cuatoms, efci. 
8hipa Kopaira, Stores amV 
General Maintonanee rharg(>s 
Inanranoe Charges and Gene¬ 
ral Average Chums 
Broken^e, Agency Fees 
ote. ■ * », 

MtseellaneouR Expanses .. 
Damages, Claims and Law 

('harges . •. 

Expenses of Steamers laid-up 
Quarantine Charges 
Underwnters Commission 
Depreciation of Fleet etc. 
Gross Profit (tiansfomed 
to Revenue Account) 


By P.issBge Money v 

Freight, Chatturs and Mis- 
< ellarieoii.) Horv k is* 
Government Contrait for 
Postal Jm'i vii es 
M isceUaiKHins K<*eoip1s . 



Working Account of Hotels 


To ConHumption <if 

Meut, Fwh and Poultry 
Oronoi iPH A Provi»ii»nf< 
WitMM and Hptnta 
('igaro and CiKandU't 
Oonoral Ston't 


Wagp« and SalatiPH 

„ Printing, Stationing and 
PeriudioalH 

„ Liocnco and Tolophonc* 

„ ]<aiindiy Kxp«nH««H 

„ Claa, KUn ti i< it} and 
Ftu>l 

,, LiTorinii 

„ Rent and InauraiKc 
Motor and Oaiagn 
KxponwH 

„ (Jonoral Kxpinrtiw 
Repaiisand i\1airito> 
nanoo 

„ jDppn (lation on : — 
rmmiwa 

l<'umitnro8 A Fittinga 
(ilaai and Cluna 
Cutlery and Plato 
JBoil A Tabic linnn 
Motorn and VpIikIch 
K lcrtrie In ital lation 


By Apartments 
„ Meals to Customors 
„ Casual meals .. 

„ Attendance and Bath 
„ Sale of ProTiBiotui 
„ Wines and SjuntB 

„ Cigars and Cigarettes 
„ Bar Receipts . 

Garage Reieipts 
Billiard Room Rceipts 


„ lUKneo Isung Gross 

IVofit HI nod to I’rofit 
and Loss Account 


Rs 



Chapter XIX 

INSURANCE COMPANIES* ACCOUNT 

In the following pages Insurance Companies Accounts are 
dealt with in very broad outlines. The workings of Insurance 
Companies in India is regulated by the Insurance Act, lOIiS in 
the matter of j)romotion, management and accounts of insurance 
^ business. 

Insurance is a contract by which a peison or a ctnnpany in 
consideration of a sum of money called premium becomes bound to 
indemnify the insured or his represent at ive> against loss by cer¬ 
tain risks. Marine Insurance is the teiin used for the insurance 
of ships, goods, etc. at .sea. l-'ire Insurance is for the insuring 
of property or store from fire, hife Insurance is for securing the 
payment of a certain sum at the death of the individual insured, 
or when he reaches ^a full age. <ir of an annuity. Insurance 
Policy is the document by which aJi insurance is ratified. 

Ascertainment of Profits 9 f Fire, Marine and other Insurances 

The policies issued in tire, marine and ot lier insurance biisines.s- 
es are for one year. Profit or loss made each year, can be easily 
I determined, after j»roviding for the liability on the ])olicics, 
that are in force at the end of llie financial ycai. 'J'Ue annual 
profit can be ascertained by setting against llic annual premium 
and other income the claims ])aid and all other e.'C])enditnres in¬ 
curred in earning such income. • 

Ascertainment of Profit by Life Assurance Companies 

The Life Assurance Companies have to prepare a evenue 
account and a balance sheet every year, lint it must b'* noted 
that annual statements of account alone woidd not reyeal the 
annual profits of the tTtmpany. The Rex eime Aecotint in a Life 
Assurance Company would only indicate the savings o^ the year 
represented by the excess of the year’s income over tlie expendi¬ 
ture. The true profit or loss made ]jy a Life Oflice can be ascer¬ 
tained by actuarial valuation, i.e,^ by estimating the “Present 
\\'ahie'' of total fuAiTe premiums receivable by the Company 
foil its policies in force and also the “jireseiit value” of the total 
^ liabilities represented by the policies. The excess of the present 
' liability on the policies over the present value of their future 
premium income is the net liability. The excess of the Life 
Funds over the net liability is the true profit derived from the 
life business. If the present net liability exceeds the life fund, 
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lliru* is a tli-liricMicy. Tlu* surplus can he dealt with in accord¬ 
ance wilh the Coin]»aiucs’ Article^.. A certain portictn is utilised 
ill (listiihulion as dividends among tli»‘ share-holders and the 
leniaiiidei may he distrihuted as bonus to the policy-holdeis. 

Some of llie import ant ]irovisions f»f the Insurance Act 
IJKJS are the following . 

(I) ICvcry coni])any carrying fin insurance husincss in thct 
Indian I'nion must obtain a Certificate of Regis1r.ition 
from the Snpeiinteiulent of Insurance (Sec. .’1). 

(L*) Companies canying on hife Assurance business must 
ha\'e a minimum working caiiital of Rs .‘lO.utMi (Sec. ti), 

(!{) I'A’ery Comjiany carrying on insuranci' business must 
lodge Deposits with the Reserve H.ink of India as under : 

Rs. 

{(t) I'or I,ife Ihisiness only . , . . 2 , 00 , 1)00 

{/)) I'or k'ire llusiness only . . 1,50,001) 

{i) I'or Marine Ihisiness only < ,. 1,50,000 

{ih iMir Accident Business including Workmen’s 

Conipiais.ition and Motor Car Insurance ,. I,5o,oo0 ^ 
((■) loir Life and any one of (b), (c) and (d) , . :!,00,000 .. 

(/) I'or bife and any two of (b), (c) and (d) . . 4,01),000 

f.C') I'or I.ife and (b), (c) and (d) . . . . t,.50,000 

i/i) k'or .my two of (b) (c) and (d) , . 2,50,000 

(/, I'or (b). (c) and (d) . . .. 5 , 50,000 

(/) Maiine Insurance relating to I'ountiy craft 10,000 

(I) l''*r each class of insurance business separ.ite accounts 
must be maintained. The Ij'fe IiiMirance I'und must 
be kejit in tact absolutely as security for the Policy¬ 
holders (vSec. 10). 

{ft) .t.ctuarial valuation to be made for Life business once 
at le.ist in every live years (.See l.'J) 

(15) Investment in (Government and other<a]»pTovcd .securi¬ 
ties to the extent of .55]H*r cent of the liabilities inresjieet 
of I.ite Assurance business has been made compulsorv r 
(Sec 27). 

(7) Details of how the above .55**,, ])er cent investment 
has been made, must be submitted to the Superintendent 
of Insurance within 51 days from the beginning of each 
year. (Sec. 2S), 
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(8) Only licensed agents can he employed fi>r pioeuriiig 
business and their remuneration by way i>f et)mniissitin 
not to exceed- 

on I'irst y».-ar’s J’remiiim in bife Hiisim-ss 

on Reiu'wals 

15^,1 on Ibeniinnis from any othei bnsiiu*s'% 

^ In the case of new bife Assnrainv Companies ; 

.jo",, on I'irsi yeais I'romimn. and <i‘\, cm ab 

(luting llist ten ycni'' ol bnsiaess (S('e lo) 

(!)) Agents cannot allow any lobatc on the ptcaniiiin loanv 
insured. (St'c 41). 

(IP) Xo di\'idend can be ]>aid to tlu‘ slnitchoIcK is and no 
bonus to tlu‘i)oliev UoldiTs b\ a late Assinanee eoni]>.in\ 
exc<‘pt out of sutpUis aseeil.lined bv aetnaiial valn.ition 
(See. IP) • 

The new' forms of lial.uieo Sheet and Revenue Account .ire 
given in the following pages. 


THE FIRST SHEDULE 

{Srr Sect ion 11 ) 

Rcfii(l(tlio}i<i (Did Forms for (hr prrfaralum e/ Hdhairc-.^lirri 

PART I 
Regulations 

1. The balance-slli'et re<jniied»to be ]>rc*])ared in rc.spei'l of 
every class of businessVTlrried on by an insurer is, in the foiin in 
which it is .set out in Part II of this Sihednle I I'orin A), a])i>iopii.i1r 
to a case w'here the insurer maintains a s(*])ar.iU- fund in tesped 
of life insurance,business. 

2. The balance-sheet of life insyranee business sli.'ill be pie- 
•^ired as a ^e])arate dotumciit. The balance-sheet of any class 

if business may be prejiared as a sejiarate document instead of 
being incori>oratcd by the addition of columns and headings in 
the general balance-sheet, but the totals of each su( h s( jiarati- 
balance-sheet (showdng the total assets of the class of business, 
the balance at the credit of the life insurance fund or other sejj.'i- 
rate fund or account, the anujunt of shareholders' undivid<*d 



profits, and outstanding liabilities) must in any case be incorpo¬ 
rated in the general balance-sheet. 

:i. If any combined balance-sheet is for any purpose issued by 
an insurer, it shall be in accordance with the Form set out in this 
Schedule, and there shall not be included among the assets shown 
in any such combined balance-sheet any amount in respect of 
any holding in or advance to any insurer whose assets and liabili¬ 
ties hav’^e been incorj^orated therein. F^very combined balance- 
.sheet must show clearly on the face thereof that it is a combined 
balance-sheet and must set (»ut fully the name of every insurer 
whose assets and liabilities have been incorporated therein ; if 
the assets and liabilities of any i)erson not being an insurer are 
included in a combined balance-sheet the fact must be stated 
thereon. 

4. Where any guarantee* has been given by an insurer (other¬ 
wise than in the ordinary course of re-insurance business) in res- 
j)ect of the policies of any other insurer, the balance-slieet of the 
insurer by whom the guarantee was given must show clearly the 
name of every insurer whose policies have been so guaranteed and 
the extent of the gimrantee. 

Provided that this regulation shall not apply where a combined 
balaiice-slffeet is issued incorporating the assets and liabilities of tlie 
insurer whose policies are guaranteed. 

5. Where any part of the assets of an insurer is deposited in 
any pla^e outside the states as security for the owners of policies 
issued in that place, the balance-sheet shall state that part of the 
assets has been so deposited, and, if ai^v such part forms part of 
of the life insurance fund, shall show the amount thereof and the 
place where it is deposited. Where any combined balance-sheet 
is issued by an insurer for any purpose, thf information required 
by this regulation shall be shown in the \tggregate in reject of 
all the ii^Furers whose assets and liabilities have been incorporated 
in the balance-sheet. 

6 . There shall be appended to the balance-^eet a statement 
in Form AA as set out in ^ Part II of this Scliedule showing 
the market value and the book value of the assets ii\ India. ^ 

7. Every balance-sheet shall contain the following certi¬ 
ficates, namely :— 

(a) a certificate signed by the same persons as are required 
by this Act to sign the balance-sheet explaining how 
the values as shown in the balance-sheet of the In¬ 
vestments in Stocks and Shares have been arrived 
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ut, aud how the market value thereof has been 
ascertained for the purpose of comparison with the 
values so shown ; 

{b) a certificate signed by the same persons as are required 
by this Act to sign the balance-slieet and signed also, 
so far as respects the value of any items shown in 
the balance-sheet, under the heading of “Reversions 
and l 4 fe Interests,” by an actuar}’, certifying that 
the values of all tlie assets have been reviewed as at 
the date of the balance-sheet, and th.at in their 
l>elief the assets set forth in the balance-sheet are 
shown in the aggregate at amounts not exceeding 
their realisable or market value under the several 


headings --“Loans,” “Reversions and Life In¬ 
terests,” ‘^Investments,” “Agent’s Balances,” “ Out¬ 
standing Premiums,” “Interest, Dividends and Rents 
outstanding,” “Interest, Dividends and Rents 
accruing but iwt “Amounts due from other 

Persons or Bodies carrying on Insurance Jiusiness,” 
“Sundry Debtors.” “Bills Receivable,” “Cash” and 
the several items specified under “Other Accounts” : 

Provided that if the persons signing the-certilicale 
are unable to certify that the assets set fprtli in the 
l)alance-sheet are so shown as aforesaid, a full ex¬ 
planation of the bases upon which the valuft* shown 
in the balaiice-sheet have been assessed shall be 
given in th<?|Certiticate ; 

(f) where the balance-sheet relates either wholly oi ‘n part 
to life insurance business a certificate signed by the 
same perwns as are re^iuired by this Act to sign the 
balaiice-sk«.«t and by the auditor certifying that 
no part of the assets of the life insurance ^und has 
directly or indirectly ai>plicd in contravention 
of the provisions of this Act relating to the applica¬ 
tion and investment of life insurance funds ; and 
{d) cj^rtificate signed by the auditor (which shall be in 
addition to any other certificate or report which he is 
required by law to give with resi)ect to the balance- 
sheet) certifying— 

(i) that he has \'erificd the cash balances and tlie securi¬ 
ties relating to the insurer’s loans, reversions aud 
life interests, and investments; 
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(ii) to what cxU-nt, if any, he has verified the invest- 
iiients and transactions relating to any trusts 
niidertaken by tlie insurer as trustee ; and 
(iiij ill the case of a combined balance-sheet, that he has 
audite<l the balance-sheet and accounts of every 
insurer w hose assets and liabilities are incori)orated 
Ihendn, or that any such balance-sheet and 
accounii whicli have luit been audited by him 
haw been certified by indeiiendent auditors. The 
said ('eiLilicate sliall contain a reference to such 


iv.M i\alioiis, if any, as may have been made by 
any ainlilor upon any report or certificate given 
by liim with respect to the balance-sheet and 
accounts ot any insurer w'hose assets and liabilities 
are incorporated in the c(xnibiued balance-sheet. 

M. If the \allies shown in the b.d.uice-sheet in rcsjiect of 
“Moldings in Siibsidi.iry Co«ni»auies’’ or “Mouse ])n)])erty’' (i) in 
India, (ii)outof India, luive bt'cnjiicceased since the last previous 
l)alanc<‘-sheet, the certificate required by paragrajih (b)of the last 
foregoing legulatiou shall state the amount of every increa.se not 
.solely due to the coM of subseiiueiit additions or, as respects 
hohlings in controlled companies, to increased profits, and shall 
contain aii explanation of the reason therefor. 

{) I'or the purposes of this Scheilulethe following expressions 
h.ivi* th' me.inings hereby respectively a.ssigned to them, 
nainelv : , 


{(I) “toinlnned balance-sheet,’' inchnles any combined 
statement made by an insurer of assets and liabilities 
in the fi>rm of .i .bal.mee-slieet w'hieh includes the 
assets aiul liabilities of any ^ Jier insurer ; and 
“market value’’means as lespects any assets tlio market 
value theret)f as ascertained from published market 
ipiotations, or, if there be no such value, its fair 
value as between a willing buyer and a willing seller. 



PART II 

FORMl^ T^orm of Balance-Sheet 
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(c) If the insurer has deposited security as cover in respect of any of these items, the amount and nature 
of the securities so deposited must be clearly indicated on the face of the balance-sheet. 

{d) These items are or have been included in the corresponding items in the Revenue? or Profit and Loss 




767 




t6S 


{The First Schedule,) 

FORM AA. 

ChuMiifiud Summary of the Aasets ia India of the. 

Company On 19 

Book Market 

value value Remarks ^ 

Class of Asset. as as as per (c) * 

per (a) per (b) below, 

telow. below. 

Ks. Kb. 

(1) Government of India Souurities. 

(2) State Government Seuurities. 

(3) Indian Municipal Port and Improvement Trust 
Securities including Debentures 

{4} Debentures of Indian Railways 

(5) Guaranteed and Preference Shares of Indian 

Railways 

(6) Annuities of Indian Railways. 

(7) Ordinary Shares of Railways in India 

(8) Other Debentures of uonoerns in India. 

(9) Other Guaranteed and Preference Shares of coy- 

corns in India. 

(10) Other Ordinary Shares of concerns in India. 

(11) Loans on the Company's policies effected in 

India and within their surrender value. 

(12) Loans on Mortgage of property in India. 

(13) Loans on Personal Security to persons domi¬ 
ciled and resident in India. 

(14) Other loans granted in India (particulars to bu 

stated). 

(l.'i) Land and House Property in India. 

(16) Cash on Deposit in banks in India. 

(17) Cash in Hand and on current account in banks 

in India. 

(18) Agents' balances and outstanding premiums. 

(19) Interest, dividends and rents either outstan¬ 
ding or accrued but not due. 

j(20) Other assets in India (to be specified). 

The statement shall show— 

(a) the value for which credit is taken in the balauce-dieet 
for each of the above-mentioned classes of assets, 

(0) the market value of each of the above mentioned 
classes of assets as has beet^asertained Irom published 
quotations after deduction Of accrued interest included 
in market prices in those cases where accrueii interest 
' is included elsewhere in the balance-sheet, 

(c) how the value of such of the above-mentioned classes 

of assets as has not been ascertaind from published 
quotations has been arrived at, and 

(d) the rates of exchange at which the value of the assets 
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other than in rupee currency have been converted 
into nip^. 

The market values need not be shown separately where they 
are not less than the book values and a certificate to that effect 
is appended to the statement. 

No amounts on account of any of the following items maj^ be 
► entered in the statement:— 

Ck)odwill. 

Preliminary, formation, organisation or development 
expenses. 

Commission or discount on shares or debentures issued. 
Commuted Commission. 

Expenditure carried forward to be written off in futitre 
years. 


THE SECOHD SCHEDULE 

{See Section 11.) 

Ref*itlaiions and Forms for the preparation of Profit -and Loss 

Accounts 

PART I 

\ Regulations 

1. The items on the income side of the Profit and Loss 
Account and Profit jind Loss Appropriation Account mpst relate 
to income whether aicimally received or not, and the items on the 
expenditure side must relate to expenditure wheth^ actually 
paid or not. 

2. Deductions from Interest, Dividends and Rents to be 
shown in resp^ of income-tax must include all amounts in 
respect of Jfndian (central) income-tax whether or not it has been 
or is to be deducted at source or paid direct. 

3. The Interest, Dividends and Rents kss income-tax thereon 
shown in the Revenue Accounts for any classes df business other 
than life insurance business, including annuity btuiness may, if 
the insurer so desires, be included with the conespondit^ itemaiu 
the Profit and Loss Account. 
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PART 11 

FORMS 

Form B 

Form of Profit and Loss Account 

Profit Sind Assoonnt of for tho year rndcd 19. 


'Rs, a. p. 


Rs. a. p. 


Indian ((Vntral) Tsixcb on tho j 
JnsHTor'H JVofitH (not nppUo- j 
siblo to any particulsir Fund I 
or Aoooiinl). I 

Kxpc'jiHOH of Manngemont (not 
appliptthlo to any juirtioulsir 
Fund fir Account).* 

Lonh on JtosiliHation of InvoHt- 
incntB (not chargtxl to Rc- 
Borvcs or any particular Fund 
or Account). 

])oprocJattou of Invuntmcnts 
(not chargfxl to Rosorves or 
any particular Fund or 
Account). 

Lohs tranaferrod from Rovo- 
nun Accounta (slctaila to bo 
given). 

Other Exiwndituro (to be 
apecified). j 

Balance' for th*> year carried 
to Appropriation Account. j- 


Intcreet, Dividnnda and Rents 
(not applicable to any parti¬ 
cular Fund or Account). 

; Rs. i 

j Less—Income-tax I 

then'on Rh. I 

Profit on rewilisation of Iiivcst- 
I menta (not credited to Ri‘- 
I Hcrv'os or any particular Fund 
! or Account). 

I Appreciation ’ (sf Inv'ostmcnts 
! (not credited to Reservos 
I or any particular Fund or 
Account). 

Profit Aransferred from Re¬ 
venue Accounts (details to 
bo given). 

Transfer Fee.s. 

Other Income (to be specified). 

Balance being loss for the 
year carried to Appropria¬ 
tion Account. 


*lf any snm has boon dwluctod from this item and onloretl on tho assets aide 
of tho balance sheet, the amount must be shown soparatc'ly. 


(Tho Second Schedule) 

Form C I 

Form of Profit and Loss Appropriation Account. 

Profit and Lobs Appropriation Account of for tho year ended 19 . 


Rs. a' 

Balance boin^ loss brought for¬ 
ward from last year. 

Balance being loss for the year 
brought from Profit and Loss 
Account (as in Form B). 

Dividends paid during the year 
on account of the current 
year (to lie qmoified and if 
“frceoftax’ to be so stated). 

Transfers to any particular Funds 
or Acoounl/s (details to be 

S iven). 

anco at end of the year ae 
shown in the Balance-sheet, j- 


Balanco broffgut forward from 
last year Rs. 

Less—Dividends since paid in 
respect of lost year (to be sjie- 
cified and if free of Tax to be 

so stated)* e Rs. - 

Balance for the year brought 
** from iProfit and Loss Account 
(as in Form B). 

.Balance being loss at end of 
the year as shown in the 
Balance-sheet. 



#NoTS.—This Item may be shown on the other side of the aoooimt if preferred. 
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THE THIRD SCHEDULE 

(See Section 11) 

Regulations and Forms for the preparation of Revenue Accounts 

PART I 
Regulations 

1. Form D is, as set out in Part II of this Schedule, appro¬ 
priate for life insurance business, but a separate revenue account 
must be prepared for every class or sub-class of business in respect 
of which the insurer is required to maintain a separate account. 

2. h'orm 1' is, as set out in Part II of this Schedule, appro¬ 
priate for fire insurance and for marine insurance business. A 
se])arate revenue account in the same form must be prepared for 
miscellaneous insuraute exclusive of any sub-class of such business 
in respect of which the insurer is required to maintain a separate 
account. 

For a sub-class of miscellaneous insurance in respect of which 
the insurer is required to maintain a separate account, Form D 
or Form I' as set out in Part II of this vSchedule may be used 
with such modifications as the Controller fnay authorise. 

.‘1. If any combined revenue account is for any jiurpose issued 
by an insurer it must be in accordance wdth the forpis specified 
in tliis Schedule and must clearly show on the face thereof that 
it is a combined revenue account, and must set out fully^e name 
of every insurer required to make separate returns under this Act 
whose revenue and expvjnditure have been included therein; if 
the revenue and expenditure of any person not being an insurer 
are included in a combined revenue account, the fact must be 
stated thereon. ^ , 

4. The items on 4lAe income side of the revenue account must 
relate to income whether actually received or not, and .the items 
on the expenditure side must relate to expenditure whether ac¬ 
tually paid or not. 

5. Re-insurance premiums, whether on business ceded or 

•epted aje to be brought into account gross (i.e., before deduc¬ 
ing commissions) under the head of premiums. 

6. As respects life insurance business the following statements 
shall be furni^ied to the Controller every year showing details 
provided for in a Form pertaining thereto ;— 

(A) A statement in form DD as set forth in Part II of this 
Schedule. 
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(B) A statement in fonn DDD as set forth in Part II of this 
Schedule. 

(C) A statement in form DDDD as set forth in Part II of this 
Sdiedule. 

7. In addition to the revenue account, information shall be 
supplied of the gross premium written direct in India, that is, the 
premium income without taking into account premiums on re^ 
insurances ceded or accepted, for every class or sub>class of busi¬ 
ness in respect of which the insurer is required to maintain a 
separate account. 

7A. In addition to the revenue account, information shall 
also be supplied of the gross claims payable directly by the in¬ 
surer in India (that is to say, the claims without taking into 
account claims on reinsurance ceded or accepted) separately for 
hre, marine and miscellaneous insurance business and the provi¬ 
sions of sections 20 and 116A shall not apply to any information 
so supplied. 

8. Any office premises which ^orm part of the assets of a life 
insurance fund must be treated as an interest earning investment, 
and accordingly, in the revenue account for life insurance business 
a fair rent for the premises must be included under the heading 
"Interest, Dividends and Rents" and in the revenue account 
for every class of busine^ for which the premises are used proper 
charge for the use therof must be included under the heading 
"Expenses of Management". 

9. Where an insurer carries on the business of life insurance in 
conjunction with any other class of insur; nee business the expenses 
of management charged to the life insurance revenue account 
must not include more than a reasonable proportion of the common 
expenses and in particular, no such account must be charged with 
more than a fair sum for the use of an^ office premises having 
regard to the income from the various classes of business carried 
on and to the extent to which the premises are used for the pur- 

. poses of each class of business. 

10 Deductions from Interest, Dwidends and Rents in respect 
of income4ax must indude all income-tax diaiged on such income t 
whether or not it has been or is to be deducted at source or paid ' 
direct; the inconM»4ax to be shown as so deducted in the life 
insurance Revenue Account is Indian (central), United Kingdom, 
Foreign and Dominion income-tax, but the income-tax to be 
shown as deducted in Revmiue Account of any other classes of 
, business ia Indian (central) income-tax only. 
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{The Third SchedtOe) 

NOTES 

{a) These colums apply oxily to business the premiums in res¬ 
pect of which ate ordinarily paid outside India. If any question 
iSirises whether any premiums are ordinarily paid outside India, 
the Controller shall decide the question and his decision shall be 
final. 

(6) If any sum has been deducted from this item and entered 
on ^e assets side of the balance-sheeti the amount so deducted 
must be shown separately. Under this item the salary paid to the 
managing agent or managing director shall be shown separately 
from the total amount paid as salaries to the remaining staff. 

{c) All single prenfiums for annuities, whether immediate or 
deferred, must be included under tl^jis heading. 

{d) Indian (central), United Kingdom, Foreign and Domi¬ 
nion income-tax on Interest?, DK^idends and Rents must be shown 
under this heading, less any rebates of income-tax recovered from 
the revenue authorities in respect of expanses of management. 

' The separate heading on the other side of the account is for United 
Kingdom, Indian (central), Foreign and Dominion tlixes, other 
than those shown under this item. 

{e) Under the head “Other Income” fines, if any, realised from 
the staff must be shown separately. All the amounts* received 
by the insurer directly (A indirectly whether from his head office 
or from any other source Outside India riiall also be ^own sepa¬ 
rately in the revenue account except sudi sums as probably 
appertain to the capital account. 

(J) In the case of insurer ha^ng his principal place of busi¬ 
ness outside the Stat^ the expenses of management for business 
out of India and total business need not be split up into the seve¬ 
ral sub-heads, if they are not so split up in his own coimtry. 

(g) Where the maximum premiums’ paying period includes 
A fraction of a year, such fraction sl^ll be ignored for the purposes 
this revenue account. 



Chapter XX 

BANK ACCOUNTS 

• 

A bank is a borrower as well as a lender. The majority of 
the bank's transactions consist of receipts and payments of 
money. Tor the money kept in deposit, the banker pays interest 
and on the money lent out, the banker earns interest. The 
difference between the interest paid and the interest earned is^ 
the income of the bank. Other sources of income are the interest 
on investments, commission earned in collecting bills for the 
customers and from discounting of trade bills etc. It is essential 
for the banker to keep the account position of its innumerable 
customers up to the moment, for no cheque of the customer 
should be dishonoured while he has sufficient credit in his account 
and customers’ accounts should not be allowed to be overdrawn 
(in the absence of special arrangement). The banker, therefore, 
must have up-to-date record of money received, money paid, 
money lent, interest, discount and commission earned, interest 
paid, expenses of management The special form of Book- 
Keeping consists chiefly of an elaborate analysis of cash received 
and paid. To enable the numerous ledger keepers to do the post¬ 
ings in the different accounts simultaneously, the banker has 
adopted what is called the Slip System. The slips are loose 
leaves of journals or cash books on which transactions are entered 
as they occur and passed to the ledger keeper for immediate 
postings. * 

The banks in India are now regulated by the Banking Com¬ 
panies' Act, 1949. The banks are no^^ very largely under the 
control of the Reserve Bank of India which is a semi-autonomous 
State organisation. The form of balance sheet and the profit 
and loss account to be adopted by the banker, is given in the 
following pages :— 
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FORM A—{(Oontd.) 



Total .. Total 
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NOTES 


(a) Capital:— 

(i) the various classes of capital, if any, should be distin¬ 
guished. 

(»■) Shares issued as fully paid-up pursuant to any contract 
without payments being received in cash should be 
stated separately. 

(m) Where circumstances permit, issued and subscribed 
capital and amount called up may be shown as one 

item, e.g., Issued and Subscribed Capital. 

Shares of Rs.paid up, 

(iv) In the case of banking companies incorporated outside 
the Provinces of India, the amount of deposit kept 
with the Reserve Bank of India under sub-section 
(2) of section 11 of the Banking Companies Act, 1949, 
should be shown under* this head; the amount, 
however, shoulchnolibe extended to the outer column. 

(b) The reserve fund maintained under section 17 of the said 
Act should be shown separately. 

> (c) Under this heading are to be included such items as the 

following, to 1)6 sliown under separate headings suitably des¬ 
cribed : pension or insurance funds, unclaimed .devidends, 
advance payments and unexpired discounts, liabilities to 
subsidiary companies and any other liabilities. • 

(d) These should be csiassified under the following categories :— 
(t) Claims against^he banking company not acknowledged 
as debts. 

(«■) Money for which the bank is contingently liable showing 
separately ^he amount of any guarantee given by the 
banking cAnpany on behalf of directors or officers. 

(in) Arrears of cumulative preference dividends,.. 

(tv) Liability on Bills of Exchange re-discounted. 


(v) Liability on account of outstanding Forward Exchange 
Contracts. ^ 

A (e) Par^culars as tinder “Loans, Advances, Cash Credits and 
' Overdrafts’' are to be shown under this heading. 

(f) Where the value of the investments shown in the outer 
column of the balance sheet is higher than the market value, the 
market value shall be shown separately in brackets. 

(g) Bank premises wholly or partly occupied for the purposes 
of business should be shown against “Premises less depreciation” 
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in the case of fixed capital expenditure, the original cost, and 
additions thereto and deductions therefrom during the year 
should be stated, as also the total depreciation written off. 
Where sums have been written off on a reduction of capital or reva¬ 
luation of assets, every balance sheet after the first balance sheet 
subsequent to the reduction or revalution should show the reduced 
figures with the date and amount of the reduction made. Furni¬ 
ture, fixtures with the date and amount of the reduction made. 
Furniture, fixtures and other assets which have been completely 
written off need not be shown in the balance sheet. 

(h) Under this heading may be included such items as the 
following, which must be shown under headings suitably des¬ 
cribed : preliminary, formation and organisation expenses, 
development expenditure, commission and brokerage on shares, 
interest accrued on investments but not'collected, investments 
in shares of subsidiary companies and any other assets. 

(i) Value shown shall ifi no case exceed market value. 



FORM OF PROFIT AND LOSS ACCOUNT 
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Tovai. .. Totai. 








Chapter XXI 


AMALGAMATION, ABSORPTION AND RECONSTRUCTION OP 

UMITED COMPANIES 

Two or more companies engaged in similar business sometimes 
amalgamate their concerns. Reasons for which companies 
amalgamate, are to eliminate competition, reduce the working 
expenses and the wasteful duplication of expenditure. 

The term ‘Amalgamation’ is used when the companies amalga¬ 
mating go into liquidation, a new company being formed for the 
purpose of taking over the old concerns. 

The term ‘Absorption’ is used when one company absorbes 
the other —the smaller one. The absorbed company goes into 
liquidation and the purchase price is given to the share-holders 
of the absorbed company by way of shares in the absorbing 
company. , 

‘Reconstruction’ denotes a scheme by which an existing 
company goes into liquidation, a new company being formed to 
take it over. Reconstruction becopies necessary where a company 
having suffered losses for some years has lost part of its working 
capital. The reconstruction scheme may provide for the existing 
creditors to be satisfied by cash payment, issue of debenture and 
even issue of shares. In such cases, the creditors may have to 
forego a part of their claims. The share-holders are issued partly 
paid shares in the new company in place of their holdings of fully 
paid share's in the old company. They have to pay the balance 
amount of the share money which provides the reconstructed 
company with the working capital. As the issue of partly paid 
shares involves certain fresh liability on the part of the share¬ 
holders, unwilling share-holders cannot be forced to join the 
scheme of reconstruction. In such cases, the liquidator shall 
have to purchase the interest of such share-holders at a price 
mutually settled. By reconstruction, companies w'rite off old 
losses and obtain fresh working capital to enable it to carry on the 
business. 

Entries for Amalgamation by formation of a new Company 

The Book-keeping records will vary in accordance with the 
terms arranged for the transfer of the old companies’ business 
i.e., whether the new company takes over the liabilities, and the 
cadi balance of the old companies. The methods followed in 
closing the books of the old companies, are as foUow's :— 

A business realisation account will be opened as is done in 
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the case of dissolution of partnership. The entries are also 
similar :— 

1. Debit Realisation Account and credit all Asset Accounts ; 
debit the Liability Accounts and credit the Realisation 
Account (if the liabilities are taken over by the purchasing 
company) with the book value of assets and liabilities 
transferred. 

2. Debit the Purchasing Company’s Account and credit the 
Realisation Account with the agreed purchase price. 

3. If the expenses of realisation ate to be paid by the Vendor 
Company, debit Realisation Account, credit Bank with 
such expenses. 

4. If the expenses of liquidation are to be borne by the 
Purchasing (^ompaiiy, debit the Purchasing Company’s 
Account, credit Bank. 

5. Close the Realisation Account by transferring the balance 

—profit or loss as ^e ^ase may be—to the vShare-holders’ 
Account. Close Share Capital Account, Reserve Account 
and the Profit and I<oss Account by transfer to the Share¬ 
holders’ Account. • 

6. Debit Shares and Cash when received from thj: Purchasing 
Company and credit the Purchasing Cempony’s Account. 
Debit the Share-holders’ Account and credit Shares and 
Cash, as the same are distributed to the Share-Jiolders. 

The Vendor Company’s Books will now be closed. 

Entries in the books of the Purchasing Company 

1. Debit individual asset accounts with the assets taken 
over and the Goodwill Account (if any) and credit the 
liability accents if the Ifkbilities are taken over and the 
Vendor Company with the amouilt of purchase considera¬ 
tion, 

2. Debit Vendor Company’s Account and credit Share Capital 
Account with the shares issued and Bank Account with 
the Cash paid •in full satisfaction of the purchase considera- 
tidn. 

[econstnietions and Amalgamations are efleeted by— 

(1) A sale under the powers contained in the memorandum; 

(2) A sale by the liquidator under Sec. 208 C (in case of 
members' voluntary winding up) or under Sec. 209F 
(in case of creditors’ voluntary winding up). 
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(3) As part of a scheme of arrangement under secticm 153, 
the amalgamation being effected under section 153A. 

(4) A sale by all, or by a large majority, of the shareholders 
of their shares to a new company. 

1. Sale under powers in Memorandum : The memorandum 
may give the company a power to dispose of its undertakings; 
but it was held in Bisgood V. Henderson’s Transvaal Case (1908) 
that if the company is proposed to be wound up and the tran¬ 
saction is a sale and distribution of shares in the purchasing 
company, then it is invalid, for the statute provides that such 
distribution shall take place only on the terms of the statute, i.e. 
as embodied in section 208C. Where the shareholder has the 
advantage given him under sec. 208C of requiring the liquidator 
to purchase his interest it is no hardship upon him that the shares 
for distribution are partly paid shares, but if he could be excluded 
from the advantage and be controlled by provisions for distri¬ 
bution amongst the members of paitly paid shares arising from a 
sale made for partly paid shares under the authority of clauses in 
the memorandum of association, the result would, in substance, 
be that he must either submit to a liability in excess of the limit 
of his liability on the shares or be dispossessed of his status as 
corporator [Bisgood V. Henderson’s Transvaal Estates (1908).] 

If, however, the intention is to retain the proceeds in t^e 
business, and not to wind up, or if the subsequent winding up 
is a transaction independent of the sale, then the power of sale may 
be acted upon. 

2. Sale under See. SOSC and 209F : Section 208C provides 
that wl^ere: 

(1) A company (the ‘transferor’ company) is propc^ed to 
be or is in course of being wound up altogether 
voluntarily, and 

(2) The whole or part of its business or property is proposed 
to be transferred or sold 1S:> another company (the 
‘transferee* Ojiptlpany) the liquidator of the trans- 
feiU#^|l|N||^ ^th the sanction of a special resolu¬ 
tion, may— 

^ . (a) recdve, in compensation or part compensation for 

the transfer or sale of shares, policies or other like 
interests in the transferee company for distribution 
among the members of the transferor Company; or 
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(6) arrange for members of the transferor company, 
instead of or in addition to receiving ca^, shares, 
policies or other like interests, to participate in the 
profits of or receive any other benefit from the 
transferee company. 

A special resolution under this section is not invalid by reason 
at it is passed before or concurrently with a resolution for 
vbluntary winding up or for appointing liquidators. If, however, 
an order is made within a year for winding up by or subject to the 
supervision of the Court, the special resolution is not valid unless 
sanctioned by the Court. 

Any sale or arrangement in pursuance of this section is 
binding on the members of the transferor company. 

The section, however, makes special provisions for members 
who dissent from the proposed scheme by providing that if any 
member who did not vote in favour of the special resolution ex¬ 
presses his dissent therefrom in writing addressed to the liquida¬ 
tor and left at the registered qjfice within seven days after the 
passing of the resolution, he may require the liquidator : 

(i) to abstain from carrying the resolution into effect; or 
{it) to purchase his interest at a pfice to be determined 
by agreement or arbitration. * 

A dissenting shareholder must not only notify the liquidator 
of his dissent, but must require the liquidator to abstain from 
carrying the resolution into effect or to purchase his interest, as 
stated above (Re. Union Bank of Kingston-upon-Hull, 1880). 
The option to do either oi^ these things is the liquidator’s and not 
the dissenting member’s. 

The statutory right of members to dissent cannot be over¬ 
ridden j[)y provision in the artiqjes—Bisgood V. Henderson’s 
Transvaal Estates (1008]t* Members, even if they do not dinent. 


cannot be forced to take shares in the new company with a 
liability on them but , members who neither dissent not apply 
for shares within the tilde (if reasonable) stated In the scheme, 
will lose all rights—^Higg’s case (1866). It is now usual for the 
d^eme to provide that such dlnnts aa ai^e^n^ii^P^ are 
|b be sold and the proceeds distnbuted 

mnsferor company who might have ap|>llra the ah^W 
^ven if the scheme makes no proviaioiis f<tf ^e distfibution of 
the proceeds of sale, it was held—Eake View l^rtended Gold Mine 
Co. (1900)—that where the shax^ ate sold, the ^^oceeds bdong 
to the members who could have tato up the ahem. The 
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articles cannot deprive a member of his statutory rights to the 
value of his share holding if he dissents (Payne V. The Cork Co. 
1900). 

The section makes no reference to creditors of the Company 
whose only remedy, if they object, would be to petition the court 
within a year for an order for compulsory winding up or winding 
up under supervison. If such an order was made, the scheme 
would not be valid unless sanctioned by the court. Unless credi¬ 
tors of the transferor company have agreed to look to the trans¬ 
feree company for payment of their debts, however, they may 
still require payment by the transferor company. The liquida¬ 
tor must then ensure that sufficient assets are retained to do so. 

In a creditors’ voluntary winding up, section 209F provides 
that the provisions of Sec. 208C shall apply witli the modification 
that the sanction of the court or commuHteee of inspection is 
required in addition to the special resolution of members. 

3. Reeonstniction and Am^gamatlons under Sections 153, 
158A 

In order to facilitate a reconstruction or amalgamation it is 
frequently desirable or necessary for the company first to effect 
a compromise or arrangement with its creditors or/and members. 
In such cases where an application is made to the court under 
section 163 for the purposes of or in connection with a scheme 
for reconstruction or amalgamation and the whole or part of the 
undertaking or property of a ‘transferor’v, company is to be trans¬ 
ferred to a ‘transferee’ company, the court may, either by the 
order sanctioning the compromise or arrangement or by any sub¬ 
sequent order, make provision for all or any of the following 
matters :— 

{a) The transfer to the transferee coif.pany of the whole or 
any part of the undertaking and property or liabilities 
of any transferor company. 

(6) The allotting or appropriation by the transferee company 
of any shares, debentures, policies or olher like interests 
. in th^^epmpany to be allott^ and appropriated by the g 
oom^psaiy to or for any person. 

(c) The continttation by or against the transferee company of 
any legal proceedings pending by or against any trans¬ 
feror company. 

((f) The dissolution, without winding up. of any transferor 
company. 



(a) ^Ciie to be mede for eny 'vvfao 

from the compiomi^ cr axtaagaamxt. 

(/) AU incddentai, consequential and suiqdemental xnattets. 
Certified copy of Ihe order must be fikd with the Registrar 
within fourteen days. 

This order transfers the assets and liabilities the old 


company to the new company, directs allotments to be made in 
accordance with the scheme agreed upon, dissolves the old 
company, and instructs the registrar oi companies to consolidate 
the files of the two companies. The effect of the order was 
defined by Uthwatt, J. in Re ‘X** Hotel Co. Ltd. 

4. Amalgamation by share pnrehiute : Effective control 
over the policy and management of a company can be obtained 
by securing shares in that company sufficient to give a majority, 
or sometimes only a substantial proportion, of the voting rights. 
It is true that three-fourths of the voting rights are necessary 
to be able under all circumstanced to pass extraordinary and 
special resolutions, but in# practice the proportion of memtiiers 
who fail to attend meetings may place the effective control in 
the hands of holders of a considerably smaller proportion of the 


shares. 

The advants^es of an amalgamation in this way are :— 

(1) The cost of acquiring the necessary number of shares 

may be much less than the cost of acquiring the whole 
of ^e undertaking. « 

(2) Each company retains its. own identity and name, 
with any goodwill attaching thereto. 

(3) Even where it is desired to acquire sitbstantially ah 

* the voting rights, it may not be necessary to. acquire 

certain classes of shares, e.g. preference shar^jl^ch 
voting eights only when the preference dfStesod 
is'%1i|rear. 

Where the the shares of the 

is sufficiently a<^ve, u to 

number of shares by pmclm^ m 
ever, a definite scheme will be pripared " 
lirectors of the companies concerned, rriDi 
j>any offers to acquire the shares from 

feror company either for c^ or lor theisshadf the trans¬ 

feree company. The offer wiU probfddy be conditional upon its 
acceptance by a sufficient p rc^eip tl on of the borers of the diates; 
or class of shares effected and, assuming this conditi<m to be 
59 


a>mpany 
the desired 
uently, how- 
ihe 
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fttlfiUed, the scheme will be effected by the accepting shareholders 
transferring their ^ares to the transferee company. 

Section 163B provides for the compulsory acquisition of the 
shares of a dissenting minority, and so prevents such a minority 
from capitalising their “nuisance’* value to the extent of demand¬ 
ing an unreasonably large price for their shares or of throwing 
the whole scheme into jeopardy. ,4 

The section provides that where a scheme or contract involv¬ 
ing the transfer of ^ares or any class of shares in the trans¬ 
feror company to the transferee company has been approved : 

(u) within four months after the making of the offer, 

(6) by holders of not less than three-fourths in value of 
the shares affected, 

the transferee company may, at any time jvithiii a further two 
months after the expiry of the said four months, give prescribed 
notice to any dissenting shareholder that it desires to acquire his 
shares. The dissenting shareholder hag a further month in which 
he can apply to the court, and unless on such application, the court 
orders otherwise, the transferee company is entitled and bound to 
acquire those shares cn the terms accepted by the approving 
^areholderg. 

Where the offer has been approved by the prescribed majo¬ 
rity the court will deem the offer to be a fair one unless the dis¬ 
senting shareholders can show otherwise (Re. Hoare & Co. 1934). 

Where the transferee company has given notice as above to 
a dissenting shardiolder and the court .has not ordered to the 
contrary, then on the expiration of one month, or if an applica¬ 
tion to the court by the dissenting shareholder is then pending, 
after the application has been dispensed of, the transferee company 
shall: I t-' 

(1) . transmit to the transferor company a copy of the 

notice; 

(2) pay or transfer to the transferor copipany the con- 
sideratkm for the dissenting, shareholder’s shares. 

The traii M i fe^ company must then register thei- transferee 
^nnpany as thie holder of the shares. 

The consideration received by the transferor company 
tmder the section is to be hdd in trust for the dissenting share¬ 
holders, and any sums received must be paid into a separate 
bank account. 



If all the shares of a transferor company axe being acquired** 
attention must be paid to the necessity for a board of duly quali¬ 
fied directors and for tlm statutory minimum number of members. 

Example: 

A Co. Ltd. and B Co. Ltd. agree to combine and form a new 
company under the title of A B Co. Ltd.* with a Capital of 
lls. 5,00,000 in Rs. 10 shares to acquire their businesses. The 
new company is to take over the whole of the assets and liabilities 
of both the companies. Fully paid Rs. 10 shares in the new 
company are to issued to the ^areholders of the old companies. 

The balances in the books of the vendor companies at the date 
of the amalgamation are as shown below. 


Share Capital, 12,000 and 16,000 shares of 
Rs. 10 each 
Goodwill 

Land and Buildings 
Plant and Machinery 
Sundry Debtors 
Stook-in-IYsdo 
Cash at Bank 
Sundry Creditors 
Loan 

Reserve Fund * 

Profit and Loss Account Balancej 


1 A tSo. Ltd. 

B Co. 

Ltd. 

' Dr. 

Or. 

Dr. 

Cr. 

Rs. 

Rs. 

Rs. 

Rs. 


RH 


1,60,000 

• 




1,00,000 


m| 


20,000 




26,000 




14,000 









30,000 

• 

40,000 


20,000 






30,000 




10,000 



2,40,000 

2,40,000 


Show the Balance of the new company on taking over the 
two businesses and state what shares the liquidator of each 
company will receive and the distribution of the same. 

The nett valde of assets of A Co. Ltd.— 

Total assets as pfer Balance ^heet 'It^OtOOO 
Less* Profit and Loss Account Balai^ 8*000 


Less Sundry Creditors and Loan 


1*82,000 

60,000 


















m 


Nmiiber of abates in tbe new company to be itatied to the Hqni- 
dator of A Co. Itd^is 11»200. 

Tbe nett value of assets of B Co. Ltd..— 

Total assets as per Balance Sheet Rs 2.40,000 

Less Sundry Creditors 40,000 


2 , 00,000 


Number of shares in the new company to be issued to the liqui¬ 
dator of B Co. Ltd—is 20,000 

The liquidator of A Co. Ltd will distribute 11,200 ^ares of 
the new company to the shareholders in the ratio of 11200: 
12000. i.e., 14 shares in the new company wdll be given for every 
16 ^res in the old company. 

The liquidator of B Co.« Ltd. will distribute 20,000 shares 
of the new company in the ratio of 20,000: 16000 i.e., 5 shares 
in the new company will be given for every 4 shares in the old 
company. 


Fractional Ceitlfieatas—Shares cannot be issued in fractions. 
When such problem arises as in the above case fractional certifi¬ 
cates are issued. The ^areholders holding fractional certificates 
will eithe^sell those or buy other fractional certificates to make 
up a whole share. Suppose a shareholder in B Co. Ltd., holds 
only one share. He will be entitled to Ij share in the new 
company. He can either sell his rig^t of l/4th share or can buy 
up right of 3/4ths share from other fractional certificate holdep. 
Or alternatively sufficient number of shares may be iold 
equivshfnt to all the fractional'parts and th^' sale procfltds can 
be distribiiited to the members entitled t^reto 



ce Sheet of A B Cb. Ltd. 


Imn 

fitendtj GMUton 




WOQ 


GkKiArm 

iMd and BoOdu^ 
Plant and MachiaSi^ 
Stoek>ia*1Vaide 
Sondiy Debtoia 
Caali at Bank 




. 16,000 
136.000 
96,000 
39,000 
56.000 
18,000 


4,02,000 


0 

0 

0 

0 

0 

0 


0 0 





msamfim : 

Tbe fottowing are the Balance Sheets of Das St Co. Dtd.. alif' 
Gupta & Co. as at 31st December 10 . 


• 

DaaA 

Oupta a 


DasA 

Onivta A 

Capitid a liabiltttos 

Co.Lbd 

Co. Ltd 

Propcaty a Awata 

Oo.Ltd 

On. Ltd 

k 

Ra. 

Ra. 


Ra. 

Ra. 

ShamOwital 

Snndn C&aditon 

BiUe Payable 

8,00,000 

2,50,000 

GkMdwUl 

40,000 

8,00,000 

30,000 

10,000 

5,000 

Land A BoildiiiSB 

140,000 

6,000 


Ptant A Haohin^ 

75,000 

50,000 

Bank Oveidrafk 

10,000 


Fomitoro A Fixtaree 

10,000 

5,000 

Qenaral Beaerve 

Profit, and Loss Aoeount 

60,000 

35,000 

Stook-in'Tiada 

Sondiy Dobt<n« 

60,000 

141,600 

40,000 

10,000 

Balance 

15,000 

10,000 

Caah at Bank 
Oaahinhand 

400 

14,500 

600 


400,000 

3,00,000 

• 

4,00,000 

8,00,000 


It was decided that a new company tinder the title Das Gupta 
& Co. Ltd., would be fonne^ to take over and amalgamate the 
two companies under the following terms:— 

• 

1. Holders of each share of Rs 26 each in Das St Co. Ltd. 
would receive 4 Ordinary shares of Rs 6 each fuUy paid up 
in the new company and Rs 10 in cash. 

2. Holders of each share of Rs 26 each in Gupta^ Co. Ltd. 
would receive one 6 per cent. Preference Share of Rs 26 
each, fully paid dp, in the new compai^ and Rs 4 in cash. 


8. The liquidation expenses of the two companies Bs 1,600 
'^ind Rs 1,4^, and the formation exp«tse of'the new 
Rs 2,(k>0 were all to be paid by the im company. 

The new company was formed with' an auti^mlBed capit^ 
of Rs 7,00,000 divided; hi 40||000, 6 per cent Pj 
Rs 25 eadh and*90,000 of Rs 

arrangements were ouried otxt iHte 
Ordinary Shares to the public whidh 
paid up. 

Show the Journal entries, the Realhwticni Accounts and the 
Shareholders Accounts in the books of & Co. Ltd., and Gupta 
& Co. Ltd. 

Also skow the journal eitrifes and the Ledger Accounts for 



ee Shares of 
The above 
led 40,000 



the tiquidators of Das & Co. Ltd. and Gupta & Co. Ltd in the txx>ks 
of Das Gupta & Co. Ltd. 



In the books of 


Jonrnal 



Gupta A Go. Iitd. 


Dr. Or. Dr. Or. 


Bs. Bs. Bs. Rs. 

Realisation Account I 4,00,000 3,00,000 « ^ 

To Suudry Assets I 4,00,000 3,00,000 

Being total value of assets disposed of | 

Sundry Liabilities { 25,000 5,000 

To Realisation Account | 25,000 6,000 

Being amount of liabilitiee handed over i 


Das Gupta A Co. Ltd. 

To Realisation Account 
Being agreed purchase price 

Sundry Shareholders * 

To Realisation Account 
Being the lose transferred « 

Ordinaiy Shares Account < 

6% Proferenoe SharM Account 
Bank 

To Das Gupta A Co. Ltd. 

Being receipt of purchase consideration 
in shLes and cash 


3,60,000 2,90,00(2 

3,60,000 2,90,000 


15,0U0 5,000 

15,000 5,000 


2,40,000 

2,60.000 

1,20,000 40,000 

3,60,000 2,90,000, 


Share Cf^ital 
General lUeerve 
Prpht and Loss Account 
To Sundry Shareholders 
Being transfer of balaooes 


3,00,000 2,60,000 

60,000 35,000 

16,000 10,000 

3,76,000 2,95,000 


Sundry Shareholders i 3‘,60,000 

To Ordinary Shares in Das Gupta A { 

Co. Ltd. I 2,40,000 

„ 6% Preference Shares in Das 
Gupta A Co. Ltd. c ' 

* „ Bank , ^ 1,20,000 

Being distribution of Shaves and Cash , ' 


Books of Das & Co. Ltd. 

Realisation Account 


2,90,00(M 


2,60,000 

40,000 




Bs. % p 

1,00,000 0 0 


Bs. a, n 

By Creditors < ' 10,(KX> Oi d 

„ Bills Payable i 6,000 0, 0 
„ Bank Overdraft 10,000 o! 0 

„ Das Gupta A Co. i 

Ltd. I 3,60,000 0 0 

„ Sundry 

Shareholders 16,000 0 0 


4,00,000 


4,00,00(2 0, 0 
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V 


Das Gupta & Co. Ltd. 


"nST 

2,40.000! 

!, 20 , 000 | 


To Bealimtion A/c 


157 

3,60,00(^ 


3,60,0001 


k' 


P 

0 0 


0| ol 


By ShATM A/o 
„ Bulk 


3,60,000 0 




Shares Account 



Rs. 1 a 

1 

P 

1 

M. 

a 

To Dos Gupta & Co. 

1 By Sundry Share- 
1 holders 

|(pi8tribution of shares) 

1 



Ltd. 

(Shares received) 

2,40,000| 0 

! 

0 

2,40,000 

0 


Share Capital Account 



Reserve Account 



Rs. 

a 

P, 


• 

Rs. 

a 

To Sundry Shareholders 

60,000 

0 

0 

i 

1 

1 


By Balance 

^ • 

60,000 

0 


Profit Sc Loss Account 


I* Rs. 

a 

P 

i 


Rs. 

a 

To Sundry Shareholders | 16,000 

0 


i 

By Balance 

16,000 

0 


{ .Sundry Shareholders 



Rs. 

» 

Pi 

• 

■“RST** 

a 

p 

To Realisation A/o 

16,000 

0 

Oil 

By Capital A/o ' 

3,00.000 

0 

0 

, Shares (distriouted) 

2,40,000 

0 

0 

1 

„ ResenreA/o 

60,000 

0 

0 

„ Bank—(Gash diatri* 

‘ 




., Proftjk lb Losa A/o 

16,000 

0 

0 

bated) * 

1,20,000 

0 

0 






\ 

4 

1 • 



• 






• 

t 

( 

3,78,000 

0 

0 




(1 

0 


Books of Gupta Sc Co. Ltd. will be closed in the same way as shown 
above. Repetition is unnecessary. The student can write up 
the books of Gupta & Co. Ltd., as an exercise. 






m 


Books of Das Gupta & Co. lAd. 
Journal 


Goodwill Aooouot 
Lftnd and BoUdiagi 
Plant and Madiiqory 
Fomitnre and S^tnrM 
Stocic-in-Ttade 
Sundiy Bebion 
Bank 
Caah 

To Sundiy Ocediton 
„ Bank Orardraft 
„ Bull Payable 

(, JLaquidator of Das Sc Co. Ltd. 

„ liquidator of Gupta Sc Co. Ltd. 

„ Capital Reserve 

Being assets and liablUtiee taken over. 

Liquidator of Bas a Co. Ltd. i 

To Ordinary Share Capital Account i 

M Bank , 

Being issue of Ordinary Shares and payment in cash 
in satisfaction of purchase price. ^ , 

Liquidator of Gupta Sc Co. Ltd. 

To Preference Share Capital Account 
„ Bank , 

Being issue of 5% Preference Shares and payment in 
cash m satisfaction of purdwee j^ioe. 


Capital Bcnwrve Account 
To Bank 

Being expenses of liquidation of Bas Sc Co., Ltd. and 
Gupta k Co. Ltd., and the formation expensea. 


Bank 

To Ordinary Shareholders Account • 

Being receipt of money for 40,000 Ordinary Shares. 


Ordinal Shareholders Account 

9o droinaiy Share Gapital Account 
Beii||g>idlotmeat of 40,000 Ordinary Shares. 


Br. 


&S. la. p 
70,000[ 
3,60,000 
1,25,000 
15,000 
1^,000 
24, 

14. 



mV 

mV 

mic 




Ify Agreed Purchase 
price 


The account of the liquidator of Gupta & Co. JM. would be 

similar. 

















Cash Book 








Balance Sheet 


Capital and Liabilities 

f 

! 

1 Property and i 

kssets 

_ 




Be. 

a 

p 

\ 

1 

Rs. 

a 

p 

AUTHOBIHBD CAPITAL 




1 Goodwill 


0 

0 

10,000, 5% Prefftrenne 




Land and Buildings 


0 

0 

Sliares of Ra. 26 each 

2,60,000 

0 

0 

i Plant and Machinery 


0 

0 

90,000 Ordinary Shares 




Furniture and Fixtures 


0 

0 

of Rs. 5 each 

4,50,000 

0 

0 

Stook-in-Trade 


0 




— 


Sundry Debtors 


0 

0 


7,00,000 

0 

0 

Cash at Bank 


0 

0 



— 

— 

Cash in hand 


0 

0 

ISHOBD AKD PaID-Up 








Capital 




i 




10,000, 6% Preference 




■ 




Shares of Rs. 26 each 




: 




fully paid up 

2,60,000 

0 

0| 





88,000 Ordinary Shares 



1 





of Rs. 6 each, fully jiaid 








up 

4,40,000 

0 

0 





Sund^ Creditors 

f5.000 

0 

0 





Bills Payable 

6,000 

0 

0 





Capital Reserve 

16,000 

»0 

0 






7,26,000 

0 

0 

• • 


0 



Amalgamation by Absorption 

Example : . 

The Balance Sheet of Soft Co. Ltd., at 31st December 19— 
is as follows*:— 


t 

Liabilities 

' 



^ Aflaete 

1 • 1 



Rs. 

a 

P 


Rs. 

a' p 

Capital 




GoodwiU 


0 

0 

4,760 Shares of Rs. 10 




Land and Buildings 


0 

0 

each fully paid 



0 

Plant and Machinery 

23,210 

0 

0 

6% Debentures 

12,000 

0 

|m 

Fixture and Fittings 


0 

0 

Sundry Creditors 

8,000 



Investment • 


0 

0 

Reserve Fund 




Stooh-in*!(racb 


0 

0 

Dividend Equalisation Fund 




Sundry Debtors 


» 

0 

Profit and Loss Account 




Cash at Bonk 

2,100 

0 

0 

Balance 


u 

i 





• 


E 

i 

< 

1,07,110 

0 

0 


The tmdertahj^'ls aiMjillired as on the above date by Sound Co. 
Ltd., on the fo^bwisg terms :— 

(i) Sound Co. Ltd. is to assume the liabilities and take over 
the assets at book values. 

(ii) Sound Co. Ltd., is to discharge the Debentures at 195 
per cent by issue of its own Debentures at 6 per cent. 

(iii) Sound Co. Ltd., is to pay the shareholders of Soft Co. Ltd. 

























Rs. 5 per share and give three shares of Rs. 5 eadx for 
every Rs 10 share in Soft Co. I^td. 

(iv) Cost of liquidation of Soft Co. Ltd., Rs. 800 is to be met 
by Sound Co. Ltd. 

Give the entries necessary to close the books of Soft Co. Ltd,, 
and show how the acquisition of the business would be recorded 
in the books of Sound & Co. Ltd. 

Books of Soft Co. Ltd. 

Journal Dr. Cr. 


Sundry Creditors 

To Roalisation Account 

Boing liabilities taken over by Sound Co. Ltd. ^ 


Sound Co. Ltd. 

To Realisation Account 
Boing the purchase consideration 


Share Capital 
Reserve Fund 

Dividend Equalisation Fund 
Profit and Loss AcAunt 
To Sundry Sharadlders i 
Transfer of balances 


.(fiders Account 


liebentures 

To Debenturoholders * 
Being transfAr 


Shares Account (Sound Co. Ltd.) '.W 

Debemute Account (Sound Co. Ltd.) 

Bank 

To Sound Co. Ltd. 

Being the receipt of purchase ednaideFation from 
Soui^ Co. Ltd. 


Sound Co. Ltd. 

To Bank 

Being expenses of liquidation 


12,000 0 


















m 


Coatiiiiied 


Dr. 


Or. 


Btak 

To Soand Oo. 1^ 

Being expemee of liqaidetloa neeired from Sound 

C^td. 


Sundry Shsrriiolden 

To Sharee Aeooont (Sonnd Co. Ltd.) 
„ Bunk 

Being dktnbotion of Sbuiee und Oeeh 


Debenturrikoldere 

To Debentuiee (Sound Co. Ltd.) 

DiBtnbntton of 6% Debenturee m Sound Co. Ltd. 


nan 



rST" 

a. 




KC 








I 

6 


1 






H 




o 


1 


23,760 

1 



iH 

i 





H 


12,600 

1 

0 


Realisation Account 



mr- 

a. 

IP*! 

! 


a 

a 

To Snndiy Assets 

MESm 

0 

m 

1 By Sundry Creditors 


E 


„ Debentuieholders— 




„ Sound Co, Ltd. 


0 

0 

transfer 



EX 

1 

nmnn 



„ Sundry Share- 








holders—transfer 

7.890 








1,15,600 

1 

1 



IB 


Sound Co. Ltd. 


1 

Be. 

a. 

p-l 



To Re^isation A/o 


■n 

Ei] 


By Dobenture A/o 

„ Bank 

800 

1 

1 


M Shares A/o 
n Bank 

H Bank 

< 

JOSS 

1 

1 




Bis. 

12,600 

71,260 

23,760 

800 


UJTp. 
0 0 
0 
0 
0 , 



Sundry Sliareholdexa . * 



BifSbam Cimtul A/o 
M Beaerve iHind 
„ Dividand Equal* 
iaaUonFi^ 
u Brafik and Lobs A/o 
„ BeuUsati<m A/o 




“185: 

47,600 

16,000 

10,660 

4,900 

7,800 


06,00(H a 0 


a.. 

0 

0 

0 

0 

0 


0 

0 

0 


1® ) Id®® 



















' ‘Ik 

is.aoo 

a. 

0 

0 

HjHIIII 

i 

I! 


To DabsQtaKw in 
Smad Co. lihd. 


Bar DobattliiMt 
M R—H»tion A/e 




Ba. i 

is.aoo 

a. 

0 

0 

a 

mm 

E 

"o 


Cash Book 



Ra. 

a. 

p<i 



Ra, 

a.) 

To Balance 





By Realiaatktn A/o 



„ Sound Co. Ltd. 





w Sound Co. Lt^— 



M Sound Co. Ltd. 


EE 



expenaea 



• 

• 





„ Sun(L'y Share* 
hofdera 

e 

2$.160 

1 


ES 

E 

I 

a 


26.660 

1 


■5 

0 

0 


Books of Soood Co. I^td. 


Journal 


Dr. 


Or. 




1*. 

p. 


a. 

m 





E 



> 0 

0 



Q 0 

0 



D 0 

0 




0 




0 



) 0 

0 




, 


m 

1 

r 

•1.07.600 

E 









# 

E 



u , 


800 

1 


N 

5 

ml^i ^ r 

i 

. 




Land and Bnildinga 
Plant and llaohineiy 
Fixture and Fittingi • 

Inveatmenta 

Stook'in-Tmde • 

Sundry Debtora 
Oaah at Bank 
.jgjioodwill 

Vi^To Sondiy Ckeditora ^ 

\ liquidlatw of Jjoft Co. Ltd. 
TVI^I^MBetnuii liabilitiea taken ovm. 

t - ' - ■ . . . - . . . - 


CkKidurffi Aoeoottl^ 

To Bank 

Being oxpenaea of 1 
aa per agroemcCit. 

Liquidator Soft Co. l^d. 

To Auue Capital 
H Debentnraa 
„ Bank 

Payment puxohaae pnaa aa par BgcMBMOk 


















Example: 

The following was the Balance Sheet of Dntta & Co. I«td. on 
1st January 1947. * 


Liabilities 


Assets 


Rs. 

Cafitai. 

20,000 Share of Rs. 10 
uaoh 2,00,000 0 

1,000 Mortgage Deben¬ 
ture of Rs. 100 each 1,00,000 0 

Sundry Creditors 40,000! 0 

Profit and Loss Acooiint 10,000| 0 


Land and Buildings 
Plant and Haohinery 
Furniture and Fittings 
Sundry Debtors 
Stock-In-Trade 
Cash at Bank 


3,60,000! 0| 


Rs. 
80,000 
1 , 20,000 
36,000 
46,000 
66,0001 
5.000 


P 

0 


0 

0 


3,60,000| 0| 0 


On the same date Bose A Co. htd., took .over the assets and 
liabilities of Dutta & Co. htd.^on the following terms :— 

{a) The shareholders of Dutta & Co. htd., were to be allotted 
one shaie of Rs. 10 each as Rs. 71-8 jJer share paid up in Bose 
Co. htd., for every Rs. 10 fully paid up share in Dutta & Co. Dtd. 

{b) The debentureholders were to be allotted one Debenture 
of Rs. 90 for every Debenture of Rs. 100 held in Dutta & Co. I/td. 

Draft Journal entries for closing the books of Dutta & Co. Dtd. 
and for recording the transactions in the books of Bose & Co. 
Ud. 

Books of Dutta & Co. !Ltd., 


Journal * 

Dr. Cr. 



mim 

0 

Pi Rs. 

s 

"p 

Reolisatioa Account 

3,50,000 

m 

0 




To luuid and Buildings 





0 

0 

„ Plant and Machinery 

i'* 




0 

0 

„ Fumitttie and Fittings 





0 

0 

„ Sundry Debtors 






„ Stook-in-l^fMla 




0 

El 

„ Cash at Bank *’ 





Being sundry assets talten over by Bose A Co. Ltd. 






under AgreemeQt.4ated.^^ 



i 



Sundry CredMnn 

40,000 



C i 



To RealiMtio& Aeooaat 





Being liabilitifis token ever by Bose k Co. Ltd. os 



1 ) 

{ 1 



per agreement doted..... 



i ( 

1 i 



Bose ft Co. Ltd. 

2,40,000 


m 

MB 



To Reolisotion Aooonnt 




10 


Being the agreed purchase oonsiderotion 



\ 

1 

1 














Continued 


If 


Sundry SheieholderB 
Sundry Debentnrdkolden 
To Beelisation Aoootmt 
Being tnuisfer of loss on meliantion 


Share Capital Acoonnt 
Profit ana Loss Account 
To Sdnd^ Shareholders 
Being transfer of Capital 
balance 


Capital and Profit and Loss 


Debenture Account 

To Sundry Debentureholders 
Being transfer 

Shares in Bose & Co. Ltd. 

Debentures in Bose A Co. Ltd. 

To Bose A Co. Ltd. 

Being the satisfaction of purchase consideration 

-•--y 

Sundry Shareholders * 

To Shares in Bose A Co. Ltd. ^ 

Being distribution of shares 

Sundry Debentureholders * * 

To Debentures in Bose A Co. Ltd. 

Being distribution of Debentures 


60.000 0 0 
lOfim 0 0 


1,SO.OOO 0 


70,000 


2 , 00,000 0 0 
io,ooo! 0 0 


2 , 10 , 000 . 


1 , 00 , 000 ! 0 0 


1 , 00 , 000 . 


1,60,000 0 0 
90,0001 0 0 


2,40,000. 


1,50,000 


90,000 0 0 


90,000, 


In the Books of Bose & Co. Ltd. 


Journal, 


Land and Buildings 
Plant and Machinery 
Fnmituro and Fittings 
Sundry Debtors ^ 

Stook*in*Teade * 

Cash at Bank 

To Sundry Creditors 

Capital Reaerre Account 
Liquidator of Dutta fif Co. Ubdu 
Being the asilbts And liabilitiM taken over from 
Dutta A Co. Ltd., as ppr agreement cfefeed.... saldi 
the profit thereon transferred to Capital ResMiMM 
Account 

Liquidator of Dutta A Co. Ltd* 

To Share Capital Account 
„ Debenture Account 

Being issue of 20,000 shares of Re. 10 each at 
Rs. 7*8 per share paid np and 1,000 Debentoree of 
Rs. 00 each in satisfection of purohaee ooneidera- 
tion. 


Rs. I a p 
80,000 0 0 
1,20,000 0 0 
.76.000 0 0 
46,000 0 0 
66,000 0 0 
6,00W 0 0 


V 


40,000 

70,000 

2,40,000 


IMOOO 0 0 
90,000 0 0 


EXBRCISBS 


L With a view to reducing establiahmeut ei^ensea and 
generally to effect economy in working the A Company^* Limited 
was taken over by the B ^mpany, Limited as trom 1st January 
1938, upon the following tenns :— 

1. The B. Co. Ltd. to assume the liabilities and take over 
the assets at book values. 

2. The B. Co. Ltd. to discharge the debentures in A. Co. Ltd, 
at 105 per cent by the issue of new debentures at 6 per 
cent in the B. Co. Ltd. 

3. The B. Co. Ltd. to pay the Shareholders in the A. Co. Ltd. 
Rs 10 per share and to give three Rs 10 shares in the B. Co. 
Ltd. for every Rs 20 share in A. Co. Ltd. The Rs 10 
shares were considered as being at par. 

The following Balance Sheet of A. Co. Ltd. was prepared on 
31st December 1937 :— 


■Rb. Rs. 

Oafitai. Goodwill .. 7,00,000 

Nmninal fi0,000 shores of Frediold Land & Buildings 3,13,000 

Rs. 20 each 10,00,000| Haohinery and Plant 64^200 

Issued 47,500 shares of Rs. , Futures and Fittings 17,000 

20 eaoh fully, paid .. 0,50,000 Sundry Debtors 2,10,800 

5% Debentures .. 2,40,000, j Stock .. 03,200 

R^rve Fund 3,00,000, Investments .. 2,03,000 

Sundry Creditors .. 1,53,000 Cash at Bank and in hand 42,000 

Profit and Loss Aooonnt I 

(Balance) 90,200, 

17,42,200; 17,42,200 


You are required to give the entries necessary to close off 
books of Co. Ltd. and to.show how the acquisition 

new BusirSi would be recorded in the books ^f the B. Co# Ltd. 


2. The assets 
by the Hindus' 
»idera' 

4 '. 


Ltd are purchased 
Steel Co. Ltd. The purchase con- 


at Rs M for every share in the National 

SteelJDe^r'""”. 

2. A further paymaai in cash at Rs 560 for every Debenture 


in the National Sle^ Co. Ltd., which the Debenture- 
holders have agreed to accept in full discharge of their 
Debentures. 





V. An ggchang^ of jlittxte c^' ^HiO' IjMntlilwai I^mmI ii^ 

Steel Co. l^td., oi Ks. 95 eadk <qiiiDtsd4ba the latsvk^ it”' 
Rs. 140. each) for every share in the National Company, 
limited. 

The Balance Sheet qf j^. National Steel .Cpqipany, limited, 
stood as follows when given oyer : 


- 


fUwf^Ai. :— I 

S^aOO sharas of iU. MO eaoli 
1.300 Debentoces of Ri. 600 


Sundry Ciediton 
Workmen's SaTlngs Bank 
losonmoe Fund .. 
Reserve Fund 
Frofit and Loss Aosoonti 


Rs. 

80.00.000 

6.50,000 

2.60.000 

2.00.000 

66.000 

2,75,000 

60.000 


46,00.000 


LMd a Bniklii 
Maehinery and Plant 
Fonutnie and Fittings 
FntenU 

Work-in-Progress 
Stodr of Go(m 
Sundry Debtors 
Cash 


tfak 

11M50O 

16.60,000 

8 , 00,000 

2.40.000 

8.15,000 

134,000 

8,66300 

86300 


46,00300 


Make the necessary closing and opening entries in the Jamal 
of the Purdiased and Purchasing Companies respectively; 

. (G. D. A.) 

3. A Limited Company goes into voluntary liquidathm on 
the 31st December 1937, having assets appearing in the boohs as 
follows 

. « 

Works and other Properties .. 90,000 . : 

Liquid Assets ^ .. 10,( 

Its liUmili are MOOO. and its Capital (paid^^^l.00,000. 
AsMts are sold ib%||opji;|l,^^2.000. iC50,00aA|pm in shares 
of that Co. of £1 peypi^''pBM up, and 

£28,000 in OBslC whi^ hitnr pll HabiUties 

and costs ^of liquidalioa. Close ^the ho^|||^p|i^ J|p^ in 





60 







806 


4. The following is the Balance Sheet of the Alpha Trading 
Co., Ltd., as on 31st December 1937 : 


Liabilitimi , 

A»t. 

Capital—1,20,000 Sharofi i 

£1 each fully paid 

Sundry Creditors .. 1 

Rank Overdraft .. .. | 

£ 

1,20,000 

30,000 

26,000 

Land and Buildings 

Maohinery and Plant 
Stook-in>Trado 

Sundry Debtors 

Profit and Leas Account .. 

£ . 

1,00,000 

40,0004 

16,000 

20.000 

1,000 

; 1,76,000 

i 

1 

1 

1.76,000 


The Company went into liquidation, and the Assets were sold 
to the Delta Co., Ltd. for 3^1,47,000 payable as to 3^67,000 in cash 
(which sufficed to disch^ge the Creditors and the Bank and pay 
the costs of winding up 3 ^ 1 , 000 ) and as to 3^90,000 by the allotment 
of 3^1,20,000 £l shares of the Delta Co. Ltd., 15s. paid to the 
Shareholders of the Alpha Trading. Cot, Ltd. 

Close the books of the Alpha Trading Co., Ltd, and give the 
necessary entries for recording the transactions in the books of the 
Delta Co., Ltd. 

(Chartered Accountants) 


6. The vShare Capital of the following Cotton Mills is as 
follows . 

Jamshedjee Spinning and Weaving Co., Ltd. 1,00,000 Shares 
of Rs. 100 (Rs. 20 paid) Bharat Cotton Mill, Ltd. 10,000 Shares of 
Rs. 80 (Rs. 60 paid). Indian Cotton Manufacturing Co., Ltd. 
10,000 Shares of Rs. 20 (fully paid). 

The first-named company apjqitires the others on the (oUowing 
terms 

(a) two of its shares (market value Rs. 25) for one ^are of the 
Bharat M|ll plus Rs. 20,000 in cajdi; 

(fr) Rs. 2,40,000. in ca^ for the business of the Indian Cotton 
Manufactimng Co. comprisingthe following assets only :— 

Rs. 

linery .. .. 1,13,400 

Stock-in*Ttaide 46,300 

Book Debte (25 per cent bad) .. 35,920 

(c) that debts due to the Bharat Mill and the Indian Cotton 
Manufactu]ing'Co.,of Rs. 12,000and Rs. 4,000respectively 
are considered extinguished without payment. 









Show complete Journal Entries in the purchasing Compatiy'^U 
books calculating the cost of the Bharat Mill's business on the 
basis of the Market value of the Jamshedjee Mill’s shares. 

(G. D. A.) 


6. Below is the Balance Sheet of the Blank Co., Ltd., on 31st 
December 1937 :— 


Nominal Capital > \ 

1,00,000 Preferenoo £ 

Sharos of £1 nach l.OO.OOOj 
1,00,000 Ordinary 
Saros of £1 each 1,00,000! 

- I 

Issued Capital :— 

74,720 Proforonco I 

Shares fully paid 74|720i 
42,63.3 Ordinary • j 

Shares fully paid 42,633 


Sundry Creditors 
Bank Overdraft 


2 , 00 , 00 (« 


1,17,353 

14,00(N 

• 1,W 


1,32,681 


l*ateuis at Coat 
Leasehold Works 
Machinoiy and Plant 
Sundry Debtors 
Stock on hand 
Advertising Suspense 
Preliminary Expenses 
Profit and Loss Account 
Cash in {pnd 


£ 

t 1,14,663 
: 3.830 

4,130 
1,241 
4,021 
I 2,000 

! 406 

I 1,482 

28 


1,32,681 


The Company proved unsuccessful, and resolution^ were passed 
to carry out the following scheme of reconstruction : —(1) That 
the £l Preference .Shares be reduced to an equal number of fully 
paid shares of 10s. each. (2) That the £l Ordinal^ Share be 
reduced to an equal nifmbcr of fully paid shares of 6/8 each. (3) 
That the amount thus rendered available for the reduction of the 
assets be apportioned as follows :—Preliminary Expenses, Profit 
and Loss Account and Advertising Suspense Account to be written 
off entirely ; £l,20y off the Leifl^ehold Works ; £1,400 off the 
Stock ; 20% off th^fcichinery and Plant, and the balance avail¬ 
able to be written. off Patents. Prepare’ Balance Sheet giving 
effect to above. 

(X^ondon Chaiii3>er of Commerce) 



1* Ane^Hgyptifta Co., UtcL aecutaa to mu iiie oanoess 
to tiM Bfxtifli and Colomal.Co., lAd. aa on Slot Deoesnber, 11^. 


. On date its Balance Sheet was as follows :— 


LiaUlities 

.1 

Asaete 


Paid'Up Oapitftl, SO/KK) Shares 
of £l each 

5% First Mortapfa DebentuieB 
Ssndr/ Trade Cr^tors 

Keiuve Fnnd 

Profit and liow Aooount 

£ 

20,000 

10,000 

3,000 

5,000 

2,000 

Freehold Property 

Plant and Tools 

StodC'in-Trade 

Sundry Debtors (all good) 

Bills Receivable 

Goodwill 

Cash in hand and'at Bank 

£ , 
16.000 i, 

1,600 ^ 

3,600 

4/100 

2fi00 

4,000 

10/100 

40,000 

40,000 


The B & C Co., l<td. i^reed to take over the Assets (exclusive 
of Goodwill and Cash) at the amounts stated in the above Balance 
Sheet, to discharge thereout the liabilities to Trade Creditors, 
and to pay £10,000 for Goodwill. 

The purchase price was to be discharged by the allotment 
to iSie A—Co., Ltd., of 12,000 shares of £1 each in the capital 
of the B & C Co., Etd. Ut 25s per share, and the balance in cash. 

The A — E Co., Ltd., went into voluntary liquidation, and 
X was appointed liquidator. The expenses of the'^ iquidation 
amounted to £ 300. 

Write up and close the books of the A — E Co., Ltd. and show 
what Sharesholders will receive in all. 

(Chartered Accountaatsi.) 


3. On the reconstruction of a Company, the fcdlowing tex^ 
weDi^Ugreed upon 
The 



eed upon 

iders to receive in lieu of, tf^ir l^^ding 


(vU., 50,003 of £10 each) the f^lowing 


(a) 

(b) 5pcs 
l/5th (d 

(cX. 


phymeut for the 



Ordinary Shares^M^I^''of their holdhas. 


fully paid, to the extent of 
new Orignary Shares, 
it second debentures. ^ 

^ hrst debentures was made and allotted, 
be^ received in cash. 

The Goodwill; u^til^^stood at £3,00,000 was written down to 


£1,60,000. 

The Plant and Machinery, which stood at £1,00,000 was 
written- down to £75,000. 





Tlie PreiEikold oitd hmuMA Ihmiiim, iMdk flood £ 19 ^^ 
weire written down to * 

MaJoe the Journat entiiei in tUf hooki ol tbit Company 
necessitated by the abcni« reocmstnKiktt^ 

(OiarteiiMl Aocotmtanti) 


9. The X and Y Companies, having many interests in 
l^mimon, in order to economise, decided to aimdganiate mid form 
a new company. Z. 

The position of the two Companies was as f<dkiwf 


(X) Capital paid op 

DeDentiiraB 

£ 

30,000 

Debtors 

ISAlOi 

0,000 

Stock 


Crediton 

6.000 

OoodviU 


Profit and Loss Account 

• 

^000 

43,000 

e 

• 

4Sv0ff 

(Y) Capital paid »p 

^,000 

Debtors 


Creditors 

8,000 

Stock 

^ofit and Loss Account 

2,000 



30,000 

• 

30,000 


The average profits of the X and Y Com|mnies hti^ been 
£3,000 and £2,000 respectively. The new Z Company a^pes with 
the X and Y Companies to take over both the concQ^ for the 
sum of £50,000 and, in addition, to disdxatge all liabilitiei^£)10,000 
to be paid in cash, and '^e balance in shares. ^ 

The profit on the conversion is to be divided bs^ieen the 
^l^reholders of the X and Y Companies in the samej|^{>ortions 
as Ulitprofits previously earned the Ck>mpanies. ^ ^'‘ 

. up a FmChf se Account on the comphlmt 'of the Z 
Company,how the Share Capital X and Y 

A B held £g,00b^S^|||M|i^ andj^^O shares in Y. 
Show how mudi cash ahl SiW Jmtv A B should 

i receive from the new^Company. * 

^Inc^ W^ ted AGeountonts) 

10. The Prospdous Co., Ltd. afher^^lc^Md years of lai^ 
profits and increasing dividends, dysdde with a 

view to giving the holders of each bt thdr Ordinary Slmres of £10 
each two shares of £10 e^^ych* Viz., one Ordinary and one 5^, 



Cumulative Preference. From the foUowiiig Trial Balance of the 
old Co. prepare the Journal entries necessary to open the books 
of the new Company which Company, by agreement, undertakes 
to discharge the liabilities, collect the Book Debts, and take over 
the Premises. Plant and Stock at the book values :— 


Sliari) (Capital IiiHuod :— 

6(J,000 Share of £10 aach 
Rosorvo Account 
Trade Croditore 

Dividend EquaUeation Reaerve 
Sundry iSharoholdera’ Dividend Awiount 
I’rntit and Loss Account, balance after providing fur Final 
Dividend as above 
Freehold Pruinisea 
Plant and Machinery 
Stock 

Book Debts 

Goodwill Account ., a .. ' • • 

Bank Current and Dei»oait Accounts .. .. * . 

Cash .. .% 


t « 


£ ' i~" £ 

, 6 , 00,000 ^ 
2,00,000 
! 44,000 

30,000 
00,000 


uH,200 

2,00,0001 

1,60,000* 

2,60,000; 

2,00,000 

9i,ooo; 

1 , 20 , 000 !. 

1 , 200 ; 


10,22,200; 10,22,200 


(Chartered Accountants) 


11. The.X Company, Ltd., is absorbed by Y Company, htd. 
(•iveii below are the Balance Sheets of the two Companies, taken 
after revaluation of their assets on a uniform basis :— 


o 

X Company Limited 


AirrtiOKiSKU CUfital : — 
0,000 shares of Its. 300 
each 

» 

I’ato vv CAmab 
0,0lN) shares of Bs. 270 paid 
on cai'h 

tVfditors ' 

IttisiTvc Fund 
Pruiit and Loss Account 


Rs. M 

il Sundry -Vssets 
.'! Cash in haiul 
27,(K),000 i| 


24,30,000 . 
1 , 10 , 000.1 
8,07,009 
. 80,000 

t i 

33,77,000 if 


Ks. 


33,70,000 

7,000 


33,77,000 j 












011 


Y Company I^imited 



Rs. 

1 

Rs. 

Authobised Capital :— 


, Sundry Assets 

87,16,000 

40,000 shares of Rs. 180 


1 Cash on band 

.^I.OOO 

oaoh 

72,00,000 



Paid up Capital :— 


I 


> 40,000 shares of Rs. 160 paid ’ 


> 


on each 

60,00,000 

\ 


Creditors | 

1,30,000 

t 

1 

Reserve Fund 

26,70,000 



Profit and Loss Account J 

70,000 


i 

i 

1 

87,70,000 


1 87,70,000 


The holder of every three shares in the X Company, Ltd. was 
to receive five shares in the Y Company, Ltd. pins as much cash 
as is necessary to adjust the rights of shareholders of both the 
Companies in accordance with the intynsic values of the ^ares 
as in their respective*Balance Sheets. Pass the necessary Journal 
entries in the books of Y Company,%td., and prepare the Balance 
Sheet giving effect on tho ahpve scheme of absorption. 

(O. D. A.) 

12. The All India Co., Ltd. agrees to acquire as a going 
concern, the business of the Presidency t^o.. Ltd. on thelSasis of 
the Vendor’s balance sheet at 31st December 1937* which is as 
follows :— 


Liabilities 


Aiithobisso Cafitai, :— 
25,000 shares of Rs. 60 
eaoh 

IsBuxo Capital :— 

20,000 shares of Rs. 60 each 
CAXJ:4a»>iiP Capital :— ^ 
20,000 shares called u|i 
Rs. 30 each 
Reserve Fond 
Creditote . 

Profit and Loss Aooonnt 



Assets * 

Rs. 

Freehold Property 
Plant and Maobint'ry 
Stock 

8% Government Paper 
Debtors ' *2,30,0001 


Less Reserve 


* Si 


10,000j 


Bank 


Rs. 

2,m,(m 

50jm 

.3,00,00( 

10,00f 


2 . 20,000 

30,000 


8,60,000 


The All India Co., Ltd. took over all assets and liabilities 
of the Vendor Company, subject to the retention out of 
such assets of Rs. 16,000, to provide for costs of liquidation, 
income-tax, etc. and to satisfy any dissentient shar^olders. 

The consideration for the sale is the allotment to the share¬ 
holders in the Vendor Company of one share of R». 100 (Rj, 60 








Ilf 

paid up) in the All India Company lor every two shares in the 
Presidency Co., I^td. 

The market value of the All India Company’s shares which 
is Rs. 60 paid up, at date of tale is Rs. 70 each. The liquidator 
of the Vendor Company is paid out of the Rs. 16,000 retained; 
cost of liquidation amount to Rs. 2,600, income-tax is Rs. 7,000, 
and dissentient shareholders of 100 shares are paid out at Rs. 32-8 
per share, viz., Rs. 3,260. 

The sale and purchase were carried through in terms of the 
agreement. 

Pass the necessary entries in the books of the respective 
companies. (B Com.} 


13 The following is the balance sheet of the Calcutta Coal 
Company, I^td. at 31st December, 1937 :— 


tMbllltlOi 


ABsetB 


AvmWfvn CAnTAL:— 

KMOO BhMimt of Rb. 100 
Wicdi 

Bb. 

10,00,000 

Debtors 

Lesa Reserve 

Rs. 

8.34,700 

30,000 

Rs. 



8,04,700 

21,300 

16,400 

52.600 

67.600 
1,00,000 

iMtrw CAm*!.:— 

7,000 slnirM of Bb. lOO 
o«di 

Bank Orardvafl 

Loan Unaeonnd 

Sundiy CrBdMrB 

7,00,060 

2,11,700 

1,07,600 

6,60,000 

Oashin hand 

Fornitaro 

Wagons 

Prelinunary Expenses 

Goodwill Account 

Profit and Loss Account:— 

1034 5,12,600 

10S» 3,01.000 

1936 2,08.300 



Lass Profit 1937 

10,21,900 

5,04,100 

K le sen 







u,so,^ 


^ 

MMMW 


The CompM^having now .% jg^gfit^Wning concern 

the Directors at thejpi|||||||p^ to wtxwott it into a 
dividend payii^ oqmpanyj^hmd l#ve an offer of new Capital 
conditionallst uponll^lQSses t# date and nominal assets being 
wiped off. You to mhmt a Scheme for the tecons- 

tructioa of tbs CMIpgr which will, in your (pinion, most con- 
veaieiitly achieve Supposing the scheme imt forth 

by you was approvim % directora, what formalities would it 
he necessary h) go wa)|b bel^ the Scheme can be put in 
operattoo ? Pass necessary Journal Entries. (B. Com.) 
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